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ENGLISH PROFICIENCY 
EXAMINATION 


Required of all full-course students of 
International Accountants Society, Inc., as a prerequisite 
to their study of C.P. A. Coaching 





Effective at once, our full-course 





1. SPELLING 
students will be required to take a com- 2. PUNCTUATION 
prehensive examination in English prior 3. VOCABULARY 
to their study of C.P.A Coaching 4. GRAMMAR 

5. SENTENCE STRUCTURE 


The author of this examination is a : : 

A corrective study program is ar- 

well-known Professor of English at a ; 
aa" 16 ate ranged for those who fail the examina- 

university noted for its large account- 

; Y 8 tion or who feel the need for review. 

ing enrollment. The examinationconsists 


ps Rieen ti ‘ 
of cighty-five questions divided into While the new examination is provid- 


ed as an additional service, without , 
extra charge, to our own students, we 


five main sections as follows: 


believe that this announcement will 
be of general interest to the accounting 
profession. | 








INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
Al Correspondence School Since 1903 


BOS WEST JACKSON BO VARD 











Do you have aN. r ‘ 


in charge of losing money? 








Not by that title, of course. But is it 
ossible that someone who thinks 
Pes saving money for you may actu- 
ally be /osing it for you? 
Someone, for example, who fails to 
see that modern machines and 
methods are just as important —and 
just as profitable—in the office as 
they are in the plant? Someone who 
doesn’t realize that obsolete equip- 
ment and procedures are at the bot- 
tom of excessive overtime costs, 
delayed reports and statistics, and 


rising office expenses in general? 
Someone who thinks “temporary” 
help is a permanent solution to your 
problems? 

Now’s the time to recognize that you 
can make important and lasting reduc- 
tions in figuring and accounting costs 
only by Eetecion your office up to 
your plant in mechanized efficiency. 
Your Burroughs representative is 
at your service. Call him today. 
Burroughs Adding Machine Com- 
pany, Detroit 32, Michigan. 


WHEREVER THERE'S BUSINESS THERE'S B urrou oh Ss 


THE MARK OF SUPERIORITY 
IN MODERN BUSINESS MACHINES 





THE WAVY LINES ® ARE 
A LAMONTE TRADE-MARK 





TIME TELLS 


Building a reputation for a 
product takes time and con- 
centrated effort. Both factors 
have contributed to make 
“La Monte” the best known 
and most widely used check 
paper. For more than three- 
quarters of a century we 

- have specialized in the pro- 
duction and development of 
safety paper—and only safety 
paper. 


GEORGE LA MONTE & SON 


NUTLEY + NEW JERSEY 


aMmowe™ 


SAFETY PAPER FOR CHECKS 
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Are you the bull’s-eye of your office? 


Comptroller Carson, here, feels like a 
human target. He attracts abuse like 
a target attracts arrows. Whenever 
Mr. Big wants rush reports, Carson is 
the bull’s-eye of a demoralized staff 
tired- of working overtime with old- 
time methods. 


Carson hasn’t discovered yet how 
modern offices save money and time 
with McBee methods. . . methods that 
involve no costly installations nor spe- 
cial skills, and increase individual work 
output without making anybody work 
any harder. 


With McBee Keysort, mountains of 
ledgers, files and figures become smooth 
flowing streams of useful, easy-to-get- 
at information. And because margin- 
ally punched Keysort cards become the 
original records, orders and invoices, 
clock cards and job tickets escape the 
hazards of copying and recopying.. . 





can be keyed and sorted in minutes 
instead of hours. 


You can have all the facts about your 
business fast and fresh and economically 
with the help of Keysort cards and 
machines. 


There’s a McBee man near you. Ask 
him to drop in. Or write us. 











Keysort is based on a card with coded holes 
punched near the edges. When notched, they 
make the card mechanically articulate. Quan- 
tities of data can be classified, filed, found, 
and used . . . quickly and accurately. 


THE McBEE COMPANY 


Sole Manufacturer of Keysort—The Marginally Punched Card 
295 Madison Ave., New York 17, N.Y. Offices in principal cities 


310 Spadina Ave., Toronto 2B, Ontario, Canada 








BIRD’S-EYE VIEW OF THE 
DECEMBER ARTICLES 


INTERNAL AUDITING—A TOOL OF MANAGEMENT. 
By Earle H. Cunningham 


In a presentation both scholarly and practical, Mr. Cunningham dis 
cusses the fundamentals of his subject. He outlines the nature of internal 
auditing, demonstrates its organizational usefulness to management, and 
describes the types of auditing service that must be performed to insure 
the effectiveness of that service. 


Mr. Cunningham’s contributions to Tue INnstrrute, both as author and 
speaker, have not only been much appreciated by members, but have 
gained him a considerable reputation as an authority on internal audi- 
ting. 


tes 
INTERNAL AUDIT PROGRAM FOR INVENTORIES OF MATERIALS AND 
ly | SUPPLIES. 





nd 
By Donald E. Dooley 
sk Mr. Dooley opens his paper with a statement of the two basic matters to 
be considered in auditing inventories of materials and supplies. He details 
the procedures of inventory-taking, reviews the “why” and “how” of 
making inventory adjustments, the testing of prices, and states the re 
sponsibilities of the internal auditor in connection with the work. He 
closes with an interesting outline of a “storekeeping practice course,” par- 
ticipated in by the auditors of his company, that has met with worthwhile 
5 success, 
| 
es 
7 SELECTION, TRAINING AND PLACEMENT OF AUDITING DEPARTMENT 


i, PERSONNEL. 
By James M. Ficherty 


In Mr. Flaherty’s company the Internal Auditing is not a “career” depart- 
ment; rather, it is a department where that broad experience in the com 
pany’s operations is gained that prepares an auditor for ultimate place 
ment in a position of responsibility in the particular department for which 
he has qualified himself. Mr. Flaherty describes the methods employed 
in (1) selecting personnel, (2) training them in all phases of auditing 
‘ work, (3) observing the progress being made by members of the staff, and 
(4) for determining the matter of placement in a career position 


5 





Se Lote Presale bl ane, TI. 
Mydustry Cuts Payroll Work Costs up “56 m | 


FB ae 


Ot eae 


See what it can do for any business. For mechanization is the one sound answer 
to today’s high cost of hand figure-work of every kind. Businesses large and small 
all over the country report savings up to 30% after mechanizing their accounting 
with Nationals. Savings which often pay for the 
whole National installation in the first year. 

Today’s high costs of delays and overtime make 
mechanization as essential in the office as it has 
long been in the plant. Ask your local National | ¢gsy pecisrers- ADDING MACHINES 
representative for information about the savings ACCOUNTING MACHINES 
and benefits of National Mechanized Accounting. 


THE NATIONAL CASH REGISTER COMPANY, DAYTON 9, OHIO 
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AUDITORIALLY SPEAKING 


THE INADEQUACY OF THE PHRASE "INTERNAL AUDITOR" 
W* all recognize the unhappy inadequacy of the phrase “internal 


auditor.” Years ago it was probably satisfactorily descriptive of 
our earlier predecessors in the profession. But today, auditing, in the 
precise meaning of the word, is only one of the functions of the internal 
auditor. The organizing committee of THe Instirure gave much 
thought to the possibility of using some other phrase or term, and finally 
reached the conclusion that we must bow to historical precedent. Never- 
theless, the time-honored phrase, “internal auditor,” is a handicap to us. 
Invariably when you explain to someone the true functions of a modern 
internal auditor, that person will observe that the title is entirely 
misleading. It is. Perhaps “auditing appraiser’ would be a better 
phrase, since it would mean one who makes a formal valuation through 
the use of auditing techniques. Perhaps a word or phrase should be 
coined using the prefix “inter,” meaning “between,” since the internal 
auditor occupies a position between the detailed company operations 
and the management, between the company operations and the public 
accountants, and between the company operations and the stockholders. 
Whatever word or phrase might be more accurately descriptive of the 
duties performed by the internal auditor, for us to establish it would 
entail an uphill fight to disestablish a title already imbedded by long 


commercial usage. It therefore seems better to concentrate on changing 


the connotation of the title we bear. 


—Joun B. THurston 
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PRESENTING . . . the first book- 
keeping machine styled in the 
modern mode of functional de- 
sign, with new features that 
speed and simplify every ac- 
counting record. 

The Foremost is fashioned 
for administrative efficiency 
for faster accounts receivable, 
more detailed accounts pay- 
able, complete payroll records 
in fact, for every phase of man- 
agement control. 
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Combining owner-utility 
with operator-appeal, the com- 
pletely electrified Foremost will 
meet your every need—at lower 
cost. See it today! 

Call your local representa- 
tive, or write to Remington 
Rand Inc., Department IA-12, 
315 Fourth Ave., New York 10. 


— Rand 






























THE PRESIDENT’S PAGE 


HIS is the first time that a President’s message comes to you from a 

Canadian. I should like all members to know that we in Canada, 
of the Torcito, Montreal and Vancouver Chapters, are deeply apprecia- 
tive of this honor, and we are perhaps filled with a more than usual 
sense of responsibility. The large majority of Instrrure members are 
in the United States, and I feel that their eyes will be on me through 
the coming year because of the transfer of the office of President to their 
neighbor in the north. I shall do my best. 


There is, of course, no difference in practice at all between Ameri- 
can and Canadian methods of internal auditing. Economic barriers 
scarcely exist between our two countries, and our political systems are 
the same in spirit if not in form. The work of Tue Instrrure has 
brought many of us, from both sides of the border, together, and I look 
forward to a much greater cementing of Canadian-American relations 
at next year’s Conference in Toronto. 


I should like to remind you of my remark at the Chicago Con- 
ference that our InstiruTeE is for all the members. There should be 
no such thing as a passive member, because such a-person is failing in 
his duty to his employer, to Tue Instirure, and to himself. The 
responsibility for active participation in INstrruTE affairs is primarily 
that of the individual member. I feel also that Chapter officers could 
do more by seeking out talent in their areas, and by devising ways and 
means of utilizing that talent. Let every Chapter president ponder this 
thought. 


Besides the officerships available in local Chapters, there are many 
national positions as officers, committee chairmen, and committee mem- 
bers. Those who are charged with filling these posts do not wish to 
confine their efforts to a small group, but are anxious to give an oppor 
tunity to every member who has the ability and time to contribute to 
the work of Tre Instirute. Therefore, I hope that such members will 
make themselves heard, in various ways, during the coming year. 


Tue InstiruTe can do much for its members, but the responsibility 
works both ways, and no member should feel satisfied within himself 
unless he makes some effort to do his share. 


-A. J. E. C. 


FREE BOOK 


protects against 


FRAUD 


and Loss Through Error and Negligence! 
NOW! Have New Strength in Your Internal Controls Through New 


Failure-proof Uses of Cummins Perforations — “the mark that cannot 
be altered.” 





These times demand tighter managerial control. And the new uses 
of Cummins perforations are giving hundreds of corporations the needed 
surety — and speeding their routines as 
well. 


Cummins Perforators: (1) Mark perma- 
nently and cannot be altered; (2) Mark 
rapidly — many papers at each deatng 4 3) 
Mark distinctively, a barrier to misunder- 
standing, oversight and imitation. 
Wherever a Cummins is used, work pro- 
ceeds surely, quickly, simply; loss in its 
many forms is ruled out. 


CUMMINS 


Risk Is Ever Present! Mail Coupon Now! 





}] CANCELLING vendors’ paid []) AUTHENTICATING orders and req 
invoices or other disbursement uisitions on plant, warehouse, stores 
authorizations together with all Regional office validation of chain 
supporting documents . . . no store orders on vendors. Validation of 
chance to use these papers admission tickets, commutation tickets, 
fraudulently. transportation transfers 


and 


RECEIPTING freight bills by car 


riers. Receipting imsurance notices, 


[] CANCELLATION of value 


items, as: Company drafts, tax bills. utility bills. 

drafts, checks, stocks and bonds, osenninassphinpscensieneaitanibleaiitdilaadetidibcaiaditaittaiiiinitabitaeaiaiuanitaagit 
bond coupons, currency, mort : Cummins Bustness Macuines Corp. 
gages, premium coupons, trad ; 4740 Ravenswood Ave.. 

ing stamps, spiff cards, ware : Chicago 40, IIl. 

house receipts, merchandise : 


Gentlemen: 

At no cost or obligation to me, please 
: send me your “Fraud” book and data on 
ASSIGNING date and single the operation I have checked 
consecutive number on orders : My Name 
and invoices to establish se : 

: Address 

quence of release despite pre : 
vious removal of carbons. : City v1 tate 


scrip, negotiable instruments 








ec oo ve 





REPORT ON 
THE SEVENTH ANNUAL CONFERENCE 


By W. T. HOFSTETTER 


IE Seventh Annual Conference was held at The Sheraton Hotel, 

Chicago, Illinois, on October 17th, 18th, and 19th where, with 
traditional Chicago hospitality, visiting members, their families and 
guests were welcomed. Viewing the Conference in. retrospect, the 
members of the various Committees of the host Chapter, Chicago, extend 
their many thanks to the visitors for their fine cooperation in making 
the Conference one to be remembered for some time. 

Members and guests attending represented every Chapter in the 
United States and Canada; many members of Non-Chapter status also 
were present. Three hundred and eight persons were registered at the 
hotel, fifty-five of whom were women; the latter probably being intent 
upon seeing Chicago beautiful and participating in the social program 
arranged for their pleasure. The Program Committee was the recipient 
of many compliments from the visitors who thoroughly enjoyed them- 
selves. 

The general theme of the Conference, “Internal Auditors Look 
Ahead,” received a thorough and extended treatment in the splendid 
talks presented at the General Sessions; several of the talks very defi- 
nitely challenged current audit standards and practices. 


The events of the day are briefly set forth below: 


SUNDAY, OCTOBER 17th 


Gordon G. Crowder, 2nd Vice President, and Chairman of the 
Membership and Chapter Formation Committee, presided at a meeting 
of the Chapter Presidents and others. The activities of Chapters were 
discussed with respect to progress in securing members, particularly 
those of junior grade, and the quality and character of programs pre- 
sented at members meetings. Messrs. W. C. Kidd and A. H. Kent 
contributed much valuable information to the meeting; the first named 
covering the formation of a new chapter; and the latter, the desirability 
of having numerous junior members and the use of them as speakers 
at meetings. 

The Reception was held in the Gothic Room at 4:30 P.M. to 7:00 
P.M. Music was provided by a string ensemble, refreshments were 
served, and, amid the predominating spirit of good fellowship, everyone 
had the opportunity of becoming better acquainted. 


i1 
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MONDAY, OCTOBER 18th 


Preliminary to registering, members and guests visited the Ballroom 
Foyer where they viewed the exhibitors’ displays of the latest develop- 
ments in business machines, office furniture, etc. In this connection, 
three prizes of $50.00, $30.00 and $20.00 each were drawn for those who 
had viewed all the exhibits. Prizes were won by Messrs. M. J. Mueller 
(guest), Chicago, P. J. Mank, Miami, and C. A. Watkins, New York, in 
the order named. 

Two hundred and fifty members attended the annual business 
meeting which convened at 10:00 A.M., Earle H. Cunningham, Presi- 
dent, presiding. Committee Chairmen and Officers presented their 
annual reports; and Earle Cunningham’s farewell address covered the 
progress of Tue Instirute during his term in office and he forecast 
future progress. Of particular significance was his statement that, 
although being retired from office, his services are always available to 
Tue INsTITUTE. 

Election of National Officers for the fiscal year ending September 
30, 1949 then followed, the electees being: 

President—Artuur J. E. Cu1itp 
ist Vice President—James B. Parker 
2nd Vice President—Cuar.es J. GHESQUIERE 
Treasurer—RAaYMOND KNOWLES 
Secretary—-A. EuGENE ApDAMs 
All nominees for Directors were elected by unanimous acclamation. 

Luncheon was served, 12:15 P.M. to 1:45 P.M., thus affording the 
members the opportunity of chatting over the tables. This assemblage 
(322 persons) was addressed by Willard J. Graham, Ph.D., C.P.A., 
who fired the first shot challenging current audit standards and prac- 
tices. Professor Graham’s treatment of the controversial subject of 
appreciated costs of inventories and depreciation of assets at original 
costs was such as could provoke unlimited discussion. The luncheon 
period being too short, the members were noted discussing the subject 
as they started for the afternoon general session. 

The first general session opened at 2:00 P.M., with Glenn T. 
Bodman presiding. It was well attended, 366 members being present. 
Earle H. Cunningham delivered his address of welcome and presented 
the following speakers whose topics were as indicated: Curtis T. Atkis- 
son, “Research in Internal Auditing Practices”; Frank B. Nicholson, 
“Report Writing”; and C. Stanley Zalewski, “Goals and Standards.” 

Each of these papers was well prepared and delivered in a most 
expert manner. The concluding talk by C. Stanley Zalewski was par- 
ticularly different in that the speaker suggested that an internal audit 
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program of work be based upon analyzing income and expense accounts 
in lieu of the balance sheet. All addresses were received with much 
interest by the members, who entered into an enthusiastic discussion 
with the speakers before the meeting adjourned. 


The Seventh Annual Dinner was held at 7:00 P.M., Burton A. 
Brannen presiding. Four hundred and twenty-three persons were 
present to enjoy the singing of a national top-notch quartette and the 
organ music. The entry of the Canadian Chapters, headed by a member 
in Highlander regalia, playing a bag pipe, was perfectly timed, and 
apropos to the occasion. 

The speaker of the evening, Clifford S. Young, President of the 
Federal Reserve Bank of Chicago, was presented by Burton A. Brannen. 
His address was titled, “A New Look At Inflation.” In his discourse 
of the subject, Mr. Young said in effect, that: 

“Credit must be restrained in order to achieve a more stable and 
enduring level of business activity and employment in years ahead. 
As a result of a year’s effort, we have only achieved the ability to pay 
higher prices for substantially the same volume of goods, and have 
increased our private indebtedness as well. Here, unmistakably, are 
the symptoms of inflation. Over-all inflation forces currently remain 
the more dominant. The sooner the end of inflation comes the sooner 
can we make forward strides for prosperity on a more stable and endur- 
ing basis, which we certainly do not now have.” 


TUESDAY, OCTOBER 19th 


Dr. Victor Z. Brink presided at the second general session which 
commenced at 9:30 A.M., and was attended by 355 members. Dr. 
Brink explained the objectives and purposes of establishing a conference 
session wherein members could join with others in the same or kindred 
lines and discuss problems peculiar to their industry. Many industry 
groups have been established, including mining, lumbering, meat 
packers, food processing, construction, chain stores, automobile manu 
facturing and distribution, petroleum exploration and production, refin 
ing and marketing, public utilities, hotels, airlines, heavy goods manu 
facturing, banks, railroads, etc. A chairman had been appointed to 
conduct the meeting of each industry group and the members were 
instructed as to the locations wherein their discussions would be held 
The session adjourned; each industry group then met at the space 
allotted it for discussion purposes. In visiting many of the groups it 
was noted that the members were enthusiastically and keenly discus- 
sing the problems at hand. Only complimentary remarks were over 
heard at the close of the sessions; and it currently appears that industry 
group sessions will be a very desirable addition to future INstrrutr 
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Conferences. Dr. Brink and other committee members concur in this 
belief. 

Luncheon was served at 12:15 P.M. to 1:45 P.M., during which 
period the members (365) heard Dr. Melchior Palyi deliver some 
informal remarks concerning the advantages and disadvantages of the 
Marshall Plan. Dr. Palyi generalized the conditions existing throughout 
the Marshall Plan countries, the low production therein and the com- 
plete lack of knowledge, in some of the countries, as to what the United 
States is trying to do for them and under what terms. He concluded his 
talk after reciting deplorable existing conditions in those countries by 
saying that there was no question of the lack of success of the Plan, 
psychologically. 

The third general session was called to order at 2:00 P.M., by 
William J. L. Townsend. Three hundred and eighty-three members 
were in attendance to hear the following speakers on their chosen sub 
jects as indicated: Christian E. Jarchow, “Controllership and The Inter- 
nal Auditor’; Herbert T. McAnly, “Recognition of Machine Account- 
ing Application”; and Donald E. Dooley, “Industrial and Public Rela- 
tions Phases of Internal Auditing.” 

The session was high-lighted by the presentation of these three 
*xcellent papers which were both informative and interesting to the 
members. Of particular significance was the one given by Donald E. 
Dooley in which he stated his opinion concerning the many phases of 
industrial and public relations in which the internal auditor should be 
concerned. 

The meeting was brought to a close by the President-Elect Arthur 
J. E. Child who, in his remarks, stated that during his term in office 
he intended to make personal visits to many of the Chapters. 


IN UNION THERE IS STRENGTH 
This statement is very old in origin. It dates from fifty years 
before Christ. Periander, the tyrant of Corinth, is credited with first 
using the expression. 




















INTERNAL AUDITING — A TOOL OF 
MANAGEMENT" 


By EARLE H. CUNNINGHAM 


GENERAL AUDITOR, GENERAL MOTORS CORPORATION 
1947-48 PRESIDENT — THE INSTITUTE OF INTERNAL AUDITORS 


NATURE OF INTERNAL AUDITING 


RIOR to the organization of Tue Instrrure in 1941, internal audi- 
ting had no professional standing; it was just one of the many func- 
tions that was necessary to the process of good business management. 
There were no text or reference books or other data available that 
clearly defined internal auditing, prescribed its objects and fixed its 
responsibilities. 

As a result, internal auditors had no yardstick to gauge the qualli- 
tative character of their work. There, probably, were as many standards 
of practice as there were internal auditing departments. 

By banding together in an organization the internal auditors have 
been provided with ways and means by which they can exchange ideas 
and learn something about how the other fellow operates. Through the 
medium of Chapter and regional meetings, annual conferences, our quar- 
terly magazine and other publications, we have been able to gain a com- 
mon understanding of the duties and responsibilities of the internal audi 
tor and get a clearer picture of the broad objectives that he should seek to 
attain. 

The official statement prepared by the Research Committee of THE 
INsTITUTE setting forth the dutics and responsibilities of the internal 
auditor is an example of what can be accomplished through organized 
effort. The official statement is sort of a Magna Charta for the internal 
auditor. 

It is the first time in the history of our profession that we have had 
an authoritative document that we could point to when someone asked 
us for a definition of internal auditing, inquired concerning its objec- 
tives, or sought information in respect to the auditor’s responsibilities. 

It creates a yardstick for the internal auditor to use in regulating 
and measuring his own standard of practice; it puts management on 
notice as to the quality of service it should receive; and it provides edu- 


*Paper presented at a meeting of the New England Chapter. 
15 
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cational institutions with the fundamental information necessary to the 
formulation of appropriate courses for training the internal auditor. 


at 

Internal auditing has made more real progress since the organiza- - 

tion of Tue INstrTuTE than it did in all of the prior years. Previous to . 
1941 it was just a clerical routine, but today it is a recognized profession; 

recognized not merely by its own members but by public accountants, , 


educators, management executives and business organizations. 

The need for internal auditing of a professional quality is recog- 
nized; management needs it, and we are expected to produce it. We 
must so qualify ourselves that we can by demonstrated practice prove to 
management, the public accountants, and educational institutions that 
our official statements truly represent the standard of our professional 
practice. 

A profession is judged by its composite standard or the average level 
of performance attained by its members. A few operating at a high 
level will not be sufficient; all must execute their duties and discharge 
their responsibilities in harmony with established standards. 

To accomplish this objective we must be well informed on all phases 
of business operations. We must develop a management perspective that 
we may be better able to serve management. 

Current concepts of internal auditing are quite different from those 
of a few years ago. Objectives, scope of duties and responsibilities have 
broadened materially. In its early history internal auditing was largely 
a policing function, restricted to an examination of accounts and related 
data. Its objectives principally were: 

1. The detection and prevention of fraud. 
2. The detection and prevention of errors. 

In a way this was about all that was required, since business organ 
izations were comparatively small and the owners or their representa 
tives were able to personally exercise most of the controls necessary to 
insure effective operations. I 

Today, the size of most companies makes it impossible for the execu 
tives composing top management to exercise direct and personal super 
vision of the many functions for which they are responsible. About 
all they can do is to formulate policies and procedures, and review and 
interpret reports on operations. 

The problems of business administration are becoming more numer 
ous and complex with each succeeding year, with the result that execu- 
tives at all levels are finding it necessary to parcel out more and more ) 
of their responsibilities to subordinates for execution. 

In our larger companies this increasing need for decentralization 
of authority and a corresponding realignment of responsibilities has 
resulted in layer upon layer of subordinate management. 


ie 
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While the executive has bridged this ever-widening gap between his 
idministrative position and front line operations, by surrounding him- 
self with a corps of assistants and line supervisors, he nevertheless is 
yperating by remote control. 

It matters not how able.his staff may be, nor how well the integrated 
pattern of management may be formed; defects and deterioration are 
sure to develop unless vigilent surveys and evaluations are maintained. 

Recognizing that inspection of management functions, clerical rou- 
tines and operating activities is as essential as inspection on the produc- 
tion line, management utilizes internal auditing for the purpose of secur- 
ing the benefits of an independent and objective review and appraisal of 
its many responsibilities. 


TOOLS OF MANAGEMENT 


Experience has proved that par of performance and effective admin 
istration are seldom obtained from delegated responsibilities. The factors 
of. misinterpretation, carelessness, incompetency, procrastination, mis- 
understanding, neglect, poor judgment, and many other human weak 
nesses tend to defeat the desired objectives. 

For this reason management has found it necessary to establish a 
system of internal control that will assure that their policies, procedures 
and directives are faithfully and effectively carried out; that company 
values are adequately protected and conserved; that there has been a 
proper administration of functions delegated; that management infor 
mation has been accurately accumulated and presented; that external 
regulations have been complied with; and that matters requiring con 
sideration are promptly drawn to attention. 

The number of individual controls making up such a system, will 
vary, naturally, with the type of business, size of the company, and the 
requirements of management. As an example, we have: (1) Budgetary 
control; (2) Cost control; (3) Production control; (4) Cash control; 
(5) Internal check; (6) Internal auditing; (7) many others of a similar 
nature. 

Each type of control has its own important part to play in the gen- 
eral scheme of management; and the most of them interlock with the 
general pattern of operations to such an extent that they become an 
integral part of it. 

While internal auditing is one of the several controls maintained to 
serve management, it differs from most of the other types of control in 
that it forms no part of the action-phase of business. It supplements 
rather that complements the other controls, and functions largely as a 
protective and service agency. 
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The Internal Auditor 


In addition to functioning as a type of control for measuring and 
evaluating the adequacy and effectiveness of other controls, internal 
auditing serves management by keeping it posted on the state of business 
through bringing to attention material facts that might not otherwise 
receive consideration. 

Present day objectives of internal auditing may be classified under 
two general headings; those which are—(1) Essentially Protective; (2) 
Essentially Constructive. 

The protective objectives comprehend the policing of such features 
as the following: (1) Company policies; (2) Accounting and operating 
procedures; (3) Systems of internal check; (4) Care and storage of 
records; (5) Care and storage of company values; (6) Compliance with 
external regulations; (7) Reliability of accounting and statistical data; 
and (8) many other analogous functions. 

While the auditor is charged with a rather wide and varied type of 
policing service, including the detection of fraud and error, it is the 
constructive services which he renders that enhance the value of his 
work. The internal auditor who renders no more than “protective” ser- 
vices has not yet attained professional status; he is merely performing 
a clerical routine—a policing service. 

To function at the management level as opposed to the clerical 
level, the auditor must possess more than a mere technical knowledge of 
auditing. He should be thoroughly familiar with the policies, procedures 
and functions of such departments as the following: (a) Accounting; 
(b) Financial; (c) Purchasing; (d) Production; (e) Marketing; (f) 
Salvage; (g) Labor Relations; (h) Public Relations; and (i) other princi- 
pal activities. 

The auditor should be a constant student of his company’s business. 
The more he knows about its problems and objectives, the greater will 
be his worth. He should develop a management consciousness and per- 
spective that will enable him to readily sense those matters that are of 
interest to those whom he serves. 


ORGANIZATIONAL TYPES OF INTERNAL AUDITING 


There are four “organizational” types of internal auditing, and a 
failure to recognize that fact is, perhaps, the principal reason for the 
lack of a common understanding that frequently exists when persons are 
discussing internal auditing. The objectives, scope of work, and required 
standard of practice differ materially with each type. The four types are: 
(1) Proprietorship Internal Auditing; (2) Management Internal Audi- 
ting; (3) Staff Internal Auditing; (4) Department Internal Auditing. 

When the Internal Auditor is appointed by, and reports to the 
owner of a sole proprietorship, the partners of a partnership, or the 
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directors of a corporation (or the stockholders), and is completely inde- 
pendent of all other management personnel, he is termed a “Proprietor- 
ship” Internal Auditor. His scope of activities are generally very broad 
and he is highly concerned with operating and management functions 
and their effectiveness. 


If the Internal Auditor is appointed by the President, the Executive 
Vice President, the Administrative or Executive Committee of a corpora- 
tion, or other management authority of a similar level, and he is inde- 
pendent of all other personnel below these strata, he is termed a “Man- 
agement” Internal Auditor. Usually his duties and responsibilities will 
not differ materially from those of the “Proprietorship” type. However, 
he is a representative of administrative management and not of propri- 
etorship. 


In these cases where the Internal Auditor is appointed by a Vice 
President in Charge of Finance, the Treasurer, the Controller, or by 
some other staff head of relative rank, he is said to be a “Staff” Internal 
Auditor. As such, he has no authority to function outside of the staff 
head’s area of responsibility, except as his staff head may arrange with 
other staff managers. In addition, the auditor is subject to the instruc- 
tions, policies and dictates of his staff head. Generally he lacks the full 
independence and freedom of action enjoyed by a “Proprietorship” or 
“Management” type of auditor. 


In some instances top management will extend to staff auditors 
authority to operate at top management level, but will direct that they 
report to a staff head. This arrangement increases the utility of staff 
auditing but does not provide it with the fullest measure of independ- 
ence; and independence is basic to effective auditing. 


When a department appoints an Internal Auditor to serve within 
the limits of its responsibility, the auditor is termed a “Department” 
Internal Auditor. Examples of this type would be: (1) Disbursement 
auditor; (2) Payroll auditor; (3) Accounts Payable auditor; (4) Con- 
struction auditor; (5) Branch auditor; and (6) others of a similar nature. 


In respect to this type of internal auditing one must carefully dis- 
tinguish between those department activities that are truly of an auditing 
nature and those activities that are merely a part of the system of inter- 
nal check. We must make a clear distinction between “Internal Check” 
and “Internal Audit.” “Internal Check” is a control designed to function 
as an integral part of the accounting system while “Internal Audit” is a 
type of control created to function independently of accounting routines 
and procedures. 
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FUNCTIONAL TYPES OF INTERNAL AUDITING 

In considering internal auditing, we not only have to recognize its 
organizational level but also its functional type. The objectives, scope 
of work, audit technique, style of reporting, and other details of opera- 
tions will vary considerably with each functional type of auditing. The 
more common types are: (1) Continuous Audits; (2) Feature Audits; 
and (3) Periodic Audits. 

Continuous audits may be classified as: (a) Pre-audits; and (b) 
Post-audits. 

Continuous audits of the pre-audit type are generally employed 
when it is desired to have all transactions independently verified before 
finalization. This form of auditing is performed largely by “Depart 
ment” Internal Auditors, such as Disbursement Auditors, Accounts Pay- 
able Auditors and Payroll Auditors. 

Continuous audits of the post-audit type differ only in respect to 
time of performance; the audit is usually carried out at the auditor’s 
convenience following consummation of the transaction but before trans 
fer of the related records to closed files. 

Feature auditing consists of examining one phase of the program 
at a time; such as cash receipts, payrolls, plant accounts, accounts receiv- 
able, et cetera. The program is so arranged that all features will be 
covered at least once each year, and some will be serviced two or more 
times, depending upon requirements. This method of auditing is em 
ployed largely by Resident Internal Auditors. 

Contrasted to the feature auditing procedure just explained, the 
periodic audit covers at one time all features for a definite period; this 
may be quarterly, semi-annually, yearly, or at irregular intervals. 

Periodic audits are generally employed when a company main- 
tains operating and accounting activities at more than one location. Gen- 
erally speaking, resident auditors perform feature audits while traveling 
auditors make periodic examinations. 

When the “continuous” type of auditing is used, reports are usually 
rendered on a monthly basis; however, the frequency of reports should 
conform to management’s requirements. 

When the auditor is following a “feature” audit program, he should 
render his report upon completion of each major feature or group of 
related features. If his work schedule calls for periodic examinations, 
then his report should be submitted promptly upon completion of each 
assignment 

The type of auditing to be employed depends entirely upon organ- 
izational set-up and objectives to be accomplished. Internal audit sys- 
tems have to be designed to fit the specific needs of each particular type 
of business and management’s requirements. 





— ett 
a 


0 





—_—— cin a te a 


Internal Auditing—A Tool of Management 21 
UTILITY OF INTERNAL AUDITING 


It is difficult to discuss the utility of internal auditing without first 
defining its organizational level and functional type. This is so because 
the scope of operations, the matters with which the auditor will concern 
himself, the techniques that he will apply, his independence, the method 
and style of reporting, and many other factors will vary with each speci 
fic type. 

It is quite obvious that if the internal auditor is a representative of 
proprietary or administrative management his duties and responsibilities 
will be quite different from those of the auditor serving staff or depart- 
ment management. 

In some companies you will find two or more organizational types 
of internal auditors, each serving his own specific area of responsibil- 
ity. For illustration, you might have: 


(1) An internal auditor serving the disbursing officer of the com- 
pany ; 

(2) An internal auditor serving the Accounts Payable Super- 
visor; 


An internal auditor functioning under the Payroll Director; 


Ww 


or 
(4) You might have all three, or additional internal auditors such 
as a branch auditor, construction auditor, and others of this 

type. 

In addition to these “department” type of auditors you might have 
a staff, management or proprietary auditor operating over a much 
broader area. In such cases there should be, of course, a well worked out 
plan of coordination to obviate duplication of effort. 

The size of an audit staff, and the question of whether more than one 
level of auditing is to be maintained, depends upon the needs of a par- 
ticular business and its management’s requirements. Some executives 
make far greater use of internal auditing than others; and the extent to 
which internal auditing is used often depends upon their understanding 
of its worth as an agency to a more effective administration of the busi- 
ness. Unfortunately, some executives are not fully aware of current 
concepts of internal auditing and therefore are carrying on with the old 
clerical type which accomplishes little more than a good comptometer. 

The utility of a tool depends upon a complete knowledge of what 
the tool will do and the skill that is applied to that tool. This analogy is 
equally true in respect to internal auditing. The utility of internal audi- 
ting depends upon a comprehensive knowledge of what it can do for 
management, and the degree of skill that the auditor is able to apply. 
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To operate at the staff or management level requires a much 
broader knowledge of business and a greater degree of skill than would 
be required of one employed to function as a Department Internal 
Auditor. 





| 
It is the qualitative character of the work performed that dis- | 
tinguishes professional internal auditing from the clerical type. Depart | 
ment internal auditing is generally considered as clerical, while the three | 
upper levels—staff, management and proprietary types—are considered 
to be of professional standard. Though staff internal auditing should be 
of a professional standard, you will find cases where the qualitative 
character of the work performed is no more than that of a clerical nature. 
This is sometimes due to lack of ability on the part of the auditor, and, | 
in other cases, to failure on the part of the staff head to demand more | 
than clerical performance. 


Elbert Hubbard’s definition of an internal auditor may be a some- 
what exaggerated portrayal of the old time practitioner; however, it 
does indicate how some persons view auditing activities. While the 
auditor is required to render a rather broad range of policing activities, 
these are not of a “gestapo” character; they are more in the nature of _ | 
reviews and appraisals followed by a report setting forth his evaluations 
and opinions. 


Though the internal auditor may report to top management, he 
should be ever conscious that it is his duty to serve all layers of manage- 
ment. He should be anxious and willing to serve the line worker, the 
supervisor, the department head, and any other functional director that 
can utilize his services. 

In a large company, top executives, department heads, supervisors, 
and others engaged in conducting the affairs of a business, initiate their 
directives and chart their courses of administration largely upon the 
basis of reports.. However, these reports are no better than the data upon 
which they are based. The persons who arrange and present these reports 
ire not always close enough to the primary source of information to guar- 
antee the accuracy of the detail. It is one of the duties of internal 
auditing to police the underlying detail of these reports in order to ferret 
out any inaccuracies and false statements that may exist. 

By surveys, studies and observations, the internal auditor may note 
ways and means by which procedures, routines and internal checks may 
be improved, strengthened or made more effective. And, in his travels 
about the company’s property, he is in a position to spot hazards, expo- 
sures and other contingencies that may need consideration. 

Internal auditing is not a line function but a staff activity. Accord 
ingly, the interna! auditor does not issue directives. It is his duty to sur- 
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vey, review, analyze, examine and inspect business functions, pro- 
cedures, policies and transactions falling within the scope of his assigned 
duties; to appraise, evaluate and formulate conclusions; and to report 
his opinions and recommendations to c ompetent authority for considera 
tion and action. 

The internal auditor as a tool of management merely supplies an 
idditional pair of eyes to relieve his principal from inspection fun¢ 
tions that he was able to perform in the small company of yesterday, but 
which, in the large complex company of today, he is unable to do. 

The ways in which the auditor can serve management are many; 
they are limited only by the auditor’s ability and resourcefulness, and 
the extent to which his qualifications are utilized. 


PERSISTENCE 


Nothing in the world can take the place of persistence. Talent 
will not; nothing is more common than unsuccessful men with talent. 
Genius will not; unrewarded genius is almost a proverb. Education 
will not; the world is full of educated derelicts. Persistence and deter 
mination alone are omnipotent. The slogan “Press on” has solved 
and always will solve the problem of the human race. 


CALVIN COOLIDGE. 
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HE purpose of the audit of inventories of materials and supplies is 

to verify by test check the existence and the reasonableness of the 
inventory values as recorded in the accounting records. In short, we are 
after the answer to two questions: Are the materials there? Are the 
materials valued correctly? Additional checking and observation are 
performed in this connection to determine whether materials and sup- 
plies are accurately accounted for throughout the year, whether they are 
disbursed properly, and whether they are protected while in the inven 
tory. In conjunction with our inventory auditing, we review the store- 
room and accounting procedures to determine whether the inventories 
are properly controlled and accounted for. Inventory control as it per- 
tains to the setting of maximums and minimums, the control of forward 
buying, the various purchasing routines, etc., is the subject of part of 
another audit in our company and will not be discussed here. 


INVENTORY ADJUSTMENTS 
The individual storekeepers in the various storerooms are under the 


supervision of the operating departments which they serve. They are 
responsible for the taking of the regular physical inventory of all materi- 


*Paper delivered at the National Conference of Electric and Gas Utility Accountants, 
St. Louis, Missouri, April, 1948. 
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als and supplies carried in the stock accounts in accordance with a 
schedule set up by the assistant purchasing agent in charge of stores 
operations. This latter individual acts as a coordinator of storekeeping. 
The physical inventory counts are taken by the various storekeepers for 
certain stock classes each month in the respective storerooms. The tabu- 
lating division of the accounting department prepares tabulator listings 
of the items to be inventoried, in accordance with the schedule prepared 
by the coordinator of storekeeping. These tabulator listings are sent 
to the respective storerooms where the physical counts of the items 
inventoried are entered to the listings. Additions to stock of new lot 
numbers subsequent to the preparation of the tabulator listings are 
entered by the storekeeper on the form at the end of the list. 

In taking the inventory, the storekeeper physically counts each 
item of material included in the stock class to be inventoried. After com 
pleting and entering the physical counts on the tabulator listings, the 
storekeepers record the storeroom card balances on the same form. They 
also check the units of disbursement. Where there are differences 
between the physical count and the storeroom card balance, the store 
keeper must recheck the physical count and, if necessary, must verify 
the entries on the storeroom cards in order to eliminate all errors at the 
storeroom. The tabulator listings are subsequently returned to the 
tabulating division by way of the coordinator of storekeeping in the 
purchasing and stores department. 

The tabulating division reconciles the physical inventory counts 
recorded by the storekeepers with the respective quantity balances 
shown on the storeroom stock report, as follows: For all lot numbers 
inventoried, the tabulating division adjusts for such things as open 
receipts, late transactions, advance payments, material returned to 
vendors for credit or replacements, and sundry transfer corrections 
affecting the stock accounts. The quantity and the amount differences 
between the physical inventory and the book balance are then computed 
mechanically in the tabulating division. Based on a study of the results 
obtained from investigation of these differences over a period of years, 
we have determined that the investigation of physical inventory differ- 
ences amounting to $25.00 or less does not account for a sufficient dollar 
value of the differences to warrant the amount of clerical time required 
to investigate these differences. The selection of the lot numbers having 
amount differences greater than $25.00 is performed mechanically and 
a listing for investigation purposes is prepared. The storeroom record 
cards are obtained from the storekeepers for the items to be investigated, 
if necessary, and the transactions recorded on the cards since the last 
inventory date are compared with the year’s transactions recorded in 
the tabulating division. The storekeepers are contacted regarding large 
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differences in quantities. In some cases, the storekeepers offer informa- 
tion or explanation regarding unusual conditions which may have 
caused the differences being investigated. Recounts of the physical stock 
are requested to be made by the storekeeper, where necessary. Differ- 
ences resulting from clerical errors in the performance of the material 
accounting operations in the tabulating division are corrected by means 
of sundry transfers. 

In making the foregoing investigations, the clerk in the tabulating 
division prepares working papers for the items being investigated and 
records the findings of the investigations in these working papers. When 
the investigations have been completed, a journal entry is prepared to 
transfer the adjustments to a special adjustment stock class in the 
inventory account. The tabulator listings and the investigation working 
papers are then sent to the internal audit division. 

The internal audit division test checks the extensions of the quan- 
tity differences and the corresponding unit prices, reviews the explana- 
tions covering the investigation by the tabulating division of large differ- 
‘nces, and makes further investigation of differences or requests that 
idditional investigations be made of any differences not satisfactorily 
explained by the tabulating division. Last month, for example, we were 
convinced that something was wrong with the inventory of pipe fittings 
and steam heating material turned in by the storekeeper, so we went to 
the storeroom and obtained recounts which showed we were right in our 
suspicions. Certain changes were made as the result of this special 
recount. When the review by the internal audit division has been com- 
pleted, a tabulation for each storeroom, showing the differences between 
the physical inventory for each lot number inventoried and the corres- 
ponding inventory figures on the stock report is sent to the department 
responsible for the stock. This department is requested to review the 
yverages or shortages and to furnish the account numbers for the respec- 
tive amounts to be charged or credited. Authorizations of write-offs must 
be approved by the head of the department responsible for this stock. 


Last year, as the result of inventory adjustments, we had net gains 


dollar value of the inventory. These gains were apparently due to sal- 
vage items being placed in stock without the issuance of the required 
credit requisitions, to errors in quantities received and disbursed, and to 
the use of incorrect lot numbers. 


INVENTORY TEST COUNTING BY INTERNAL AUDITORS 


In order to test check the physical counts taken by the individual 
storekeepers, internal auditors go to various storerooms once each year 
to make test counts of the stock on hand. 
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In the 1947 inventory audit, our auditors examined and counted 
about 26% of the year-end dollar value of the inventory. It is imprac- 
tical for us to conduct physical test counts at the same time the regular 
physical inventories are being taken by storekeepers because the stock 
is spread throughout the company properties in a number of storerooms 
and, generally, the physical inventories are not taken at one date, but are 
taken at various times throughout the month when help is available. 
This is done to avoid interfering with the service of the storerooms to 
operating departments which they serve. The test counts are taken, 
therefore, at various times throughout the year and reconciled with 
the stock card balances as at the date of the count. Some of the test 
counts made by the internal auditors were observed by the public 
accountants. Our test counts last year indicated net shortages in the 
total inventory of about .08 of 1%. The overages and shortages found 
by the auditors are not recorded on the books inasmuch as they will later 
be included in the regular inventory adjustments made on the basis of 
physical counts taken by the storekeepers throughout the year. 


INVENTORY PRICE TESTING 

We use the punched card average cost method of pricing inventory 
disbursements. Under this method, the average prices as at the close 
of the preceding month are used to price mechanically the disbursements 
made during the current month. The average prices for all items of stock 
are compared as at the end of each month with the average prices 
as at the end of the preceding month. Variations beyond prescribed 
limits are investigated .by the tabulating division and if the variations 
are substantiated, the new unit prices established are used for the dis- 
bursements and the returns in the corresponding stock for future dis 
bursements. If variations are within the prescribed limits, the new 
prices are used without investigation. Under this method of average 
pricing, variations in cost are absorbed gradually by the stock disburse 
ments. 

We test checked the average prices used by the tabulating division 
for selected items of stock having purchases during the audit period 
by computing new average prices based on the most recent purchases 
prior to the date selected for price testing. Average prices for items of 
stock included in the price testing for which no purchases were made 
during the period covered by the audit were compared with the previous 
year’s average prices based on the balances in the previous year’s com- 
pany stock report. 

During 1947, we test checked the average prices of approximately 
36% of the inventory value. Our check covered principally the items of 
larger unit value. The test showed that the over-all average prices used 
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were approximately in agreement with the average purchase prices of 
the stock included in the inventory. The total book value of the stock 
selected for price testing was approximately 1.8% below the total value 
of the corresponding stock extended at the average prices computed by 
the auditors. With the present rise in price, we regard this result as 
the normal one and the price difference not material enough to unduly 
concern us. 


INVENTORY AUDIT REPORTS 


An annual summary report of the findings of our inventory audit 
work is sent to the controller who in turn transmits copies of the report 
to the president, the vice president responsible for the stores function, 
the treasurer, and to other interested officers and department heads. 
One copy of the report is also given to the public accountants. The 
report includes a short introductory section on the purpose and scope 
of the audit; unusual information relative to storekeeping such as data 
relative to and explanations for large increases in the quantity of mater- 
ials and supplies on hand; the findings of the auditors as to inventory 
idjustments, test counts, and test pricing; special comments on any 
irregular conditions which were noted; and recommendations for 
changes and improvements. The working papers prepared in connec- 
tion with the audit are turned over the public accountants if they so 
request. 


A separate report on the follow-up of the storeroom accounting 
procedure covering the conditions at the storerooms, any deviations 
from procedure, and general ability of the storekeepers is also sent to the 
controller. During the fall of 1947 and the spring of 1948, the internal 
auditors participated in a storekeeping practice course that was pre- 
sented by the employee training division of the company to storekeepers, 
material clerks, construction foremen, and auditors. The purposes of 
the course were to better acquaint the storekeepers with the procedures 
and practices to be followed, to raise the level of storekeeping in the 
company, to help the storekeepers to appreciate the various problems 
related to their job, and to assist the various individuals to better know 
each other. The material in the course was presented in six weekly 
two-hour sessions given at the close of a day’s business in the company’s 
main office. The instructors were certain stores’ foremen, the assistant 
purchasing agent, the company’s safety engineer, the production analyst 
in the electric distribution department and the supervisors of tabulating, 
property and plant accounting and internal audit division of the account- 
ing department. The instruction included field trips to a large storeroom 
and to the tabulating division. The last and summary session was pre- 
sented by the internal auditor. Copies of the minutes of each meeting 
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were supplied to each individual enrolled in the course. Despite the 
fact that the course was presented on the employees’ time, it was very 
well attended and well received. Much of the success of the course 
was due to the able planning of the employee training division which in 
turn obtained whole-hearted cooperation from the various departments 
of the company. Noted improvement in the storekeeping work of the 
company has been observed by the auditors following the presentation 
of the course. 


“WHY ARE ASSOCIATIONS?" 


“There are two ways in ‘which men can be banded together to 
accomplish a purpose. One is regimented mobilization under duress. 
The other is voluntary, as an association that has a fine, constructive 
purpose finds its ranks. It attracts rather than forces. And its works 
live longer in human history. 


“The banding of mankind under pressure of fear or coercion may 
bring temporary success, but it contains the germs of its own destruc 
tion. Whether it be one, a business men’s association that employs 
pressure tactics to force membership and compliance, a political party 
that must enforce harsh discipline in order to keep its members under 
the spell of fear, that band is doomed eventually to die of its own internal 
poison. It has been so since the beginning of time. 


“Contrast this with the fine accomplishments of many unselfish 
und constructive associations. They band together to make things 
better, to improve and stimulate growth, develop both the individual 
member and the group as a whole. Thev are of benefit to mankind 
May there be more of this kind of healthy, unselfish and constructive 
grouping. May some of the other type see the light and change their 
course into that light.” 

Electrical West. 
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HE time is not long past—and perhaps for some it is still here 

when “Personnel” was believed to be a term that had to do only 
with the selection of employees. All a personnel “expert” does, accord 
ing to this conception, is to hand a job applicant a form, have him fill it 
out, ask him a few questions, and hire him or turn him down, as the case 
may be. 


We’ve come a long way since then. I think most of you know how 
much the field has grown, and how vital it has become to every business. 
It is certainly too large a field for me to try to cover in a single talk—and 
a short one. I’m glad I’m not expected to. However, there is an aspect 
of the subject which I would like to glance over, and which you may find 
interesting. That is the selection, development and advancement of 
personnel of the staff of our Internal Auditing Department. 


Selection—the phase of personnel which, as I just mentioned, was 
once considered the whole of it—is actually the smallest part of our per- 
sonnel problem. New members of our auditing staff are selected from 
within the organization, except for an occasional man hired now and 
then from outside. 


The following qualifications are normally expected of a candidate 
for our Auditing staff: 


*Paper delivered at a meeting of the New York Chapter. 
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(a) Good educational background. 

(b) At least five years’ service with the company and experience 

in a supervisory capacity. 

(c) A satisfactory record of progression. 

(d) Good appearance and personality. 

(e) Recognized “potential.” 

Internal auditing is not a career department in our organization. 
It is charged with two major responsibilities: first, to do an outstanding 
job of internal auditing and, secondly, to train its personnel for positions 
of greater responsibility. Because of the nature of its work, it affords 
an unusual opportunity to gain a broad experience in all of the inte- 
grated operations; and because of this opportunity and the prospect of 
ultimate advantageous placement, men consider it a privilege to be 
selected for the staff. Head office and branch office managers are not 
the only ones who recommend prospects; our auditors are also asked to 
be on the alert for likely candidates whom they contact in the course 
of their work. 

I have said that occasionally we employ men from outside the 
organization and I think a word.of explanation about this might be in 
order. Such an exception would be a man with public accounting 
experience (not an obviously dyed-in-the-wool auditor type), with an 
interesting background and one whom we consider has good potentiali- 
ties. This type of experience blended into our staff is beneficial in that 
we get a degree of cross-check on our own techniques. 

During the interview with the prospective auditor, every effort is 
made to make clear to him what benefits he may expect from becoming 
a member of the staff, as well as what is expected of him. To assist him 
in this regard, we prepared a brochure titled “Auditing Is Service.” 

Let me give you a few examples of the contents of this book 


What Is the Mission of the Auditing Department 
How the Auditing Department Is Organized 
Why You Are an Auditor 
What You May Expect of the Auditing Department 
What the Auditing Department Expects of You 
Know Your Company! 
Directory of Key Personnel and Organization 
Management Organization Chart 
Major Departments 
Maps 
Directory of Locations 
Learn More About Internal Auditing 
Auditor’s Tool Kit 
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The life of a traveling auditor is not ordinarily very attractive 
from a social point of view, especially to a married man with a child or 
two. One of the features of our organization that has strong appeal to 
the prospect is the limited time, about two-and-a-half years, he will 
spend on the staff. In our opinion, this time factor increases the num 
ber of those desiring to join the staff and overcomes the “dead end” 
reputation that our own organization had until we changed from a career 
department status. 

The new auditor’s family is not transferred to New York unless 
he so prefers. Instead, he can maintain his so-called headquarters in 
the area where he is living. After joining the staff, the auditor first 
reports to our Head Office in New York for three to four weeks of indoc- 
trination and thus his training begins. 

While in Head Office, the new auditor studies our auditing man- 
uals, instruction letters, previous audit reports and supporting papers. 
Effective report-writing is strongly emphasized, and some minor assign- 
ments may be given him during this period. At the conclusion of this 
indoctrination, he is sent out on his first audit. He does this in a junior 
capacity, as a member of an audit team which usually consists of three 
men with a senior in charge. 

When any junior is assigned to an audit in a department of the 
company in which he has had no previous experience, it is understood 
that he will be given sufficient time to study the various policies and 
procedures and confer with the senior on doubtful points before actually 
starting his examination. A careful record is kept to insure adequate 
diversification of assignments. The auditor is never sent to participate 
in an audit of the office from which he came, for obvious reasons. At 
the conclusion of an audit, the senior auditor makes an oral report on 
each junior assisting him. This report covers such pertinent points as 
aptitude, industry, inquisitiveness, personal approach, acceptance, et 
cetera. 

As a result of reports from the seniors, together with observations 
by auditing management, we endeavor to decide within twelve months 
whether the individual is proving his qualifications to continue in this 
work and for the placement that lies ahead. If he is not fully measuring 
up, the matter is thoroughly reviewed and discussed with him, and such 
remedial measures as appear necessary are explained and a reasonable 
period of probation established. If correction is not satisfactorily made 
in due course, he is notified and arrangements made for his return to 
the office from which he came. Fortunately, we have very few of these 
unhappy situations. 

The Head Office is as much a part of any organization as its several 
branches, yet often opportunity is not given enough key branch person- 
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nel to learn how the ivory tower operates. To better acquaint the auditors 
with Head Office Treasury activities, we propose soon to initiate a special 
course as part of the training, consisting of a two-week study of the 
pertinent functions in such departments as Accounting, Banking, Credit, 
Economics & Statistics, General Tax, et cetera. The men will go 
through this course in groups of three or more and the Managers of the 
departments mentioned will instruct. This will be in addition to the 
experience they gain from audits conducted within the Head Office. 


Once each year a meeting of the entire auditing staff is held, usually 
in the New York Office. The men are requested to accumulate ques- 
tions, suggestions, and constructive criticisms, and submit them about 
thirty days before the meeting. An agendum is prepared and sent to each 
member of the staff so that he may study it before coming in. These 
meetings, which last three to four days, evoke a considerable amount of 
discussion and have proved quite beneficial. Since these men are con- 
stantly on the road, some of the newer ones get to meet the others for 
the first time at these meetings. 


In view of the relatively short time auditors remain on the staff, 
me of the three permanent members in New York periodically visits 
each team in the field. These visits are always made at the conclusion 
of the audit and usually at about the mid-point as well. At least three 
or four days are spent with the team at the end of the audit to satisfy 
ourselves that the work has been well done and to edit the summary 
report that will be presented at the audit conference. 


I presume that the audit conference is a rather uniform procedure 
among companies; but considering that it is the culmination of ten to 
fourteen weeks of work, its significance, especially to the senior in 
charge, may justify a word about it here. The conference is held in the 
General Manager's office and those customarily participating are 
(assuming a branch marketing division office): 

For the Division: 

(a) General Manager 

(b) Treasury Manager 

(c) Other managers as may be called in by the General Manager 
From Head Office: 

(d) Vice President or General Sales Manager 

(e) Vice President and Treasurer or A: sistant Treasurer 

(f) Manager of Auditing Department or his assistant 

(g) Senior Auditor (who leads the conference) and his assistant 

Certainly this is “D” day for the senior auditor, especially if it is 
his first assignment in this capacity. Our audit conferences are con- 
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ducted on a fairly formal basis, and in view of the amount of “brass” 
present, they give the senior a fine opportunity to “show his stuff.” Any 
tenseness on the part of the senior is munimized because, as part of the 
training, and while still a junior, he sat in on all similar conferences. 
This gave him an opportunity to meet the “brass” and gradually digest 
the audit conference atmosphere. Following the conference and after 
making such changes as the meeting may have developed, the senior 
writes the final report. After editing by Head Office management, 
copies are issued to designated officials. 

There is no definite time established for the transition from a junior 
to a senior status, nor is the change a very hard and fast one after it 
occurs. In the average case, senior appointments are made from fifteen 
to twenty months after joining the staff. In some unusual instances, 
where we accept a good potential prospect who has been with the Com- 
pany say only two years and with little, if any, previous experience, it 
is probable he may never be named a senior. Furthermore, a member 
attaining senior status does not necessarily act in this capacity on each 
assignment. 

Let me explain this further. It is probable that the senior may 
be so designated before he has worked in all of the several departments. 
When this happens, a senior who has not had experience in a certain 
department may be assigned as a junior member of a team under a 
senior who has had experience in that department. Since this arrange- 
ment is understood at the outset, and since these men are eager for the 
training opportunities, no difficulties or misunderstandings arise. 

When an auditor has worked in all departments, including Head 
Office, and has but a few months to remain on the staff, serious considera- 
tion is given to the last phase of the program—Placement. 

Compared with selection and training, placement is ordinarily the 
easiest. This is‘as it should be, provided the qualifications of each indi- 
vidual are carefully considered before acceptance, and that individuals 
who cannot make the grade are weeded out as promptly as possible 
during training. 

To the best ot our ability, we select for the staff only outstanding 
men who have been well recommended, with the result that members 
are usually asked for prior to completing their stay—and sometimes by 
more than one office. Since their work brings them in contact with all 
levels of management in each office, they are in a natural position to be 
observed. 


Occasionally it happens that, in the course of training, an individual 
may discover a desire for a particular type of work in a department 
other than Treasury. In such an instance, we counsel with the man to 
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help him determine that his new interest is genuine and we also arrange 
an interview for him with the proper person in the other department. 
Ultimate placement in that department may very likely occur. 

When men finish their work in auditing, they have gained a broad 
and valuable experience that should qualify them for positions of more 
responsibility, and it follows that placements are on a promotional basis 
and not infrequently in the capacity of Assistant Office Manager or its 
equivalent. 


WE" 


Of late, I have come to believe that the greatest, wisest, and perhaps 
least used pronoun in our language is “we.” Most Americans today 
seem to have forgotten the full significance of this pronoun. In this 
simple, little word “we” is contained the wisdom of the ages. There is 
no problem, great or small, national or international, that cannot be 
amicably solved by a greater application of “we” and by a full under 
standing that “we” means all of us bound together in a common purpose 
for our mutual benefit. 


Unfortunately, our people are falling into the habit of thinking in 
terms of the pronoun “they.” This growing use of the pronoun “they” 
is the signpost marking the road to disunion. It is “they” who lock out 
the workers; it is “they” who stand opposed to us; it is “they” who 
thwart our ambitions. But it is always “we” the people who suffer- 
“wo” who pay the penalty when anyone starts to fling around the 
pro;ioun “they.” 


From an address by ALFRED SCHLINDLER, 
Under Secretary of Commerce. 











FRAUDS AFFECTING CUSTOMERS 


N previous descriptions of various types of defalcation, we have des- 

cribed cases in which the result was a definite, tangible loss to a 
company through direct misappropriation from the company. For this 
article, we take a somewhat different type of case—one in which the 
fraud is perpetrated on the customer. Such cases may go on for a con- 
siderable length of time, and the actual amount involved may be diffi- 
cult or almost impossible to determine. When discovered—and usually 
it is the customer who eventually becomes aware of the fraud—the 
result may be a loss in goodwill that is far more costly than the direct 
monetary amount of the fraud. 

Businesses that are particularly susceptible to this brand of chican- 
ery are those in which an employee, “doubling in brass,” makes sales, 
delivers the merchandise and records the result of the transaction, either 
as a receipt of cash or as a change sales ticket. 


A SIMPLE CASE 
In this case, a route salesman told his customers that the price of 
the principal product he handled (which was subject to frequent price 
changes) had been increased. He then proceeded to collect at the higher 
price until the day when he fell sick and a substitute served the route. 
Immediately the customers asked why the price had gone down—and 
the secret was out. 


A MORE COMPLEX CASE 

This case likewise involved a route salesman who delivered a per- 
ishable product that was packed in containers, which, while they had no 
returnable value, were often turned back to the supplier. Here the sales- 
man was in collusion with the production foreman of the customer. 

The plan followed was for the salesman to deliver the number of 
containers called for by the production foreman, handling them through 
the receiving department and delivering them into the refrigerator 
where the product was stored. The salesman would then take from 
the refrigerator a number of full containers which he would tell the 
receiving department were empty and being returned. 


The salesman would sell the product to another customer and split 


the proceeds with the production foreman who had, in the meantime, 
charged the excessive quantity into production. The customer learned 
of this when he brought in an outside expert to review his operations 
and to find out why the profits on certain of his finished products seemed 
abnormally low. 
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An interesting feature of this case was the ability of the salesman 
to clear the product through the receiving department, which was in 
no way involved in the fraud. 


SETTLEMENT 
As mentioned previously, frauds of this type are normally dis- 
covered by the customer, since there is no evidence of manipulation on 
the records of the company. 


Settlement of such cases may be a very touchy and difficult matter; 
and it is here that the internal auditor may be of particular service in 
working with fairness and tact between his sales department and the 
customers. In many cases, the customer may be unable to determine 
the actual amount involved; very often, the tendency will be to make an 
excessive claim. 

We know of no type of fraud that presents a greater problem from 
the standpoint of settlement, and one that requires more sales ability 
on the part of the auditor in convincing a most unhappy customer that 
the basis of final settlement is reasonable and fair to all concerned. We 
hope that you have none of them; but when one does occur, we suggest 
that you assign your best salesman-auditor to it. 


WORK EASILY 


Many people who work hard do it easily. The secret of turning 
out a great deal of work lies in doing it with as little wear and tear 
on the nervous system as possible. The man, who likes what he is 
doing seldom feels the burden of it—it is a pleasant recreation to 
him. After all, there isn’t much difference between working hard 
and playing hard except one’s attitude of mind. 

If one’s work is drudgery, the drudgery is self-imposed—it is not in 
the work itself. He works best who keeps his mind free from the 
thought of being ground down by the task, who keep his spirits light 
and buoyant, who lives simply and refuses to be stampeded into a mad 
rush for diversion and thrills. There is a thrill and diversion in living 
a simple, well-ordered life, in being master of one’s job. 


New England News. 








RESEARCH COMMITTEE REPORT 


By VICTOR Z. BRINK 
CHAIRMAN OF THE RESEARCH COMMITTEE 


IE Research Committee took advantage of its members being in 

attendance at the Seventh Annual Conference and held a meeting 
at that time. The progress on Research Project No. 2, the volume deal- 
ing with the internal control and internal auditing problems of indi- 
vidual industries, was discussed. Because of the magnitude of the over- 
all task and the delay in getting work started on particular chapters, it 
was agreed to advance the date to January 31, 1949 for all chapters to 
be completed by subcommittee chairmen. This timetable will, it is 
believed, make it possible to complete the final editing and assembly 
work to be done over the Spring and for final publication to be com- 
pleted by September. All of the matters relating to Research Project 


No. 2 will absorb all of the committee’s time for the current year. 


The Research Committee is also giving some thought to the future 
of the research program after Research Project No. 2 is completed. It 
is believed that the growth of Tue INstrruTE, with its expanding respon- 
sibilities, will soon require some more formal organization for research 
in the way of part-time or full time assistance. Tue INstrruTe has 
or will shortly arrive at the point where the work of the members should 
be freed of the major burden of the research work and be devoted to 


over-all direction and counseling. 


A further matuer relating to research is the intention of the new 
Organization Review Committee to study, as a part of its total work, 
the proper coordination of the work of the Research Committee, the 
Industries Committee, and the Education Committee. The writer has 


consented to head a subcommittee to report on this particular problem. 


With respect to all of these matters, the comment and suggestions 


of all of the members will be welcomed. 








INDUSTRIES COMMITTEE REPORT 


By A. L. SIMPSON, Chairman 


CUSTOMERS’ DEPOSITS — PUBLIC UTILITY SURVEY 


EMBERS of Public Utility Companies furnishing electric light and 
power service in the United States cooperated and furnished the 
information for this report. Twelve members reported. 


Question: Do you require a deposit from residence customers? 


Answer: Ten report yes, whenever satisfactory credit is not 
established. 


Question: Do you require a deposit from commercial customers? 
Answer: Eleven report yes, whenever owner has not established 
satisfactory credit. One member states the amount of 
deposit required is equal to the cost of two months’ ser- 
vice. Another member reports deposits are required 
from about 10% of the total commercial customers 


Question: How long a period do you retain deposits? 


Answer: Five members report, until credit is established or ser 
vice discontinued. Six members report, residential 
customers’ deposits are retained one year or not more 
than eighteen months. —Two members report, commer- 
cial customers’ deposits are retained three to five years, 
and one member reports, indefinitely. 

Question: When do you refund deposits? 


Answer: Seven members report, when credit is established or 
bills are paid promptly for a period of six months to one 
year, or service discontinued. —Two members report, at 
the expiration of the retention period stated in answer 
to preceding question. One member reports, annually 
in normal times. Two members report, no refunds on 
commercial deposits unless credit is established 

Question: What rate of interest do you pay on deposits? 

Answer: Three members report 3%; two 4%; four 5%; and two 
6%. 

CREDIT APPROVAL 


The usual deposit requirements of most companies appear to be 
clearly stated by one of the members reporting: 
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The matter is disposed of (1) if the applicant makes a cash deposit 
to secure payment of any bills for service to be furnished; (2) if the 
applicant furnishes a guarantor or bond satisfactory to the company 
for the payment of any bills for service to be furnished; (3) if the 
applicant has previously been a customer and all bills for previous 
service were paid promptly; (4) if applicant is owner of premises 
where service is to be furnished or is the owner of other real estate within 
the district of the company in which service is requested. 


We are very grateful to each member who has furnished informa- 
tion for this report, and wish to express our thanks and appreciation 
for the cooperation. 


STOPPING INFLATION 


All Americans agree that the first thing to whip is inflation. 
Various measures have been taken to effect this action, but results are 
still rather difficult to determine. Perhaps the right steps are yet to 
come, and we have only been floundering thus far. 


A small weapon, such as buyers’ resistance, can do a great amount 
of good if a concerted effort is put forth. However, practicalists agree 
that there is little resistance at the moment because goods are still 
fairly scarce. For example, the resistance of automobile buyers amounts 
to absolutely nothing, since new cars are very difficult to get from the 
dealers (or from anybody). Since people won’t do without the scarcities 
on the market, the seller still has the edge. 

Now, when will the worm turn? When people run out of money, 
when money itself becomes worthless, or when production increases to 
the point where there is enough for everyone? The latter solution is 


the one we would all prefer—and we could all do something about it. 


The Work Sheet. 
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ARTICLES OF INTEREST 
TO INTERNAL AUDITORS 


JOHN F. BRADY, Member of the Editorial Committee, directs 
attention to the following articles of interest: 


Suggestions for Improving the Auditor's Report 


ROSS T. WARNER, Certified Public Accountant, Partner, Warner 


and Godfrey, Tulsa, Oklahoma 


Published in the Journal of Accountancy, September, 1948. 


In the light of his twenty-seven years of practice, Mr. Warner tells 
how the auditor can make his report more useful by clear and ade- 
quate presentation of the results of his audit engagement. The pat 
tern to be followed in the preparation of the audit report, he indi 
cates, contemplates a summary of the purposes of the examination, 
a statement of its scope and the limitations imposed, the disclosure 
of pertinent facts developed by the examination, and the conclu 
sions or recommendations. The main points are covered in the fol 
lowing: 

Planning the report. 

What the report contains 

Comments on balance sheet and income items 

Comments on operations. 

Practical points and degree of responsibility assumed 


nS to 


Continuous Audit Aids Trust Examiners 


ROBERT M. STEPHENSON, Chief Examiner, Federal Reserve Bank, 


Atlanta, Georgia 
Published in the National Auditgram, August, 1948. 


Mr. Stephenson cites the advantages and objectives of a day-to-day 
check of transactions taking place in the maintenance of internal 
control and safeguards, and the benefits to be derived in following 
such a system. He states that where trust examiners find an effec- 
tive auditing department, they are able to devote themselves to other 
important phases of their examination including a review of bank 
policies, evaluation of management and the making of constructive 
suggestions. Mr. Stephenson, in continuing, mentions what he con 
siders to be among the more important checks and controls that 
should be maintained in a personal trust department of a bank. In 
concluding his remarks, he points out that this coordination of 
effort by both the supervisory authorities and the banks themselves 
tends to promote the best interests of all involved. The problems 
discussed in this article and the advantages derived in following 
the system suggested should have equal application, it would seem, 
to all types of business. 


ment of Marsh & McLennan 
Published in The Controller, August, 1948. 


Mr. Eno points out that, in the past, retirement and other employee 
plans were frequently viewed as paternalistic and, for that reason, 
they did not enjoy any real growth or attain a prominent position 
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The Place of Employee Benefit and Retirement Plans in Business 
CHAN H. ENO, Manager of the Indianapolis Life Insurance Depart- 
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until they came to be recognized that they are Good Business Prac 

tice. The war, he states, accounted for the inauguration of many 
plans because of the favorable tax treatment and the low net cost of 
adopting the plan during this period. In continuing his discussion. 
he takes up the various aspects of this intricate and important prob 
lem, including 

1. The form benefit plans usually take 

2. Advantages of a good employee benefit program 

3. Essentials of an adequate retirement plan 

+. The usual methods of funding a retirement plan 

5. The principal plan provisions 

In concluding his remarks on this particular subject, the author 
emphasizes the fact that satisfied and competent employees are the 
greatest assets that an organization can have, and anything that 
contributes to their welfare, satisfaction and usefulness, strengthens 
the position of the organization in relation to its competitors. All 
charged with the responsibility over corporate assets and their con 
servation can weigh these remarks in the light of their own 
employees 


The Role of the Accountant in Fire Loss Adjustments 
LEO ROSENBLUM, Certified Public Accountant 


Published in The New York Certified Public Accountant, September, 
1948. 


The author of this paper indicates, that, by statute, fire insurance 
companies operating in New York are required to issue a uniform 
policy known as the “Standard Fire Insurance Polic7 of the State of 
New York.” This policy has five significant features, the essentials of 
which are explained in detail from the standpoint of the account 
ant and his responsibility in seeing that property risks are fully 
protected, and that adequate records are maintained to permit the 
full recovery of fire losses that may be sustained 


The Present Legal Status of Microphotographed Business Records 


DANIEL F. NOLL, Consultant on Microphotography with the 
National Archives 


Published in The Journal of Accountancy, July, 1948. 


In this paper, Mr. Noll indicates that the making of microphoto 

graphs likely to be needed in evidence are either to reduce the cost 

of current accounting procedures or to reduce the bulk of accumu 

lated noncurrent records. He then proceeds to touch upon the two 

legal problems that are involved 

1. Admissibility of entries made in accounting and other records in 
the routine course of business 

2. Admissibility of copies of reproductions of documents that have 
been wilfully destroyed 

In continuing, he cites the rules of evidence applicable to micro 

films, case citations involving microfilms, the matter of primary 

or secondary evidence, certification of microfilms and, in conclusion, 

he stresses the fact that it is conceivable no legal issue would have 

been raised in the cases cited if the fundamental rules of evidence 

had not been abandoned for short-cuts offered by the regular-entry 

statutes and that time and legal costs will probably be saved if the 

following simple precautions are taken: 

1. Establish the existence, at one time, of the orginal and its com 
petency as evidence. 

2. Show that the motive for its destruction or nonproduction 
in court is free from suspicion of fraud 

3. Establish the accuracy of the microphotographic technique 

Follow minutely the statute or case law of the jurisdiction 
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Articles of Interest to Internal Auditors 


Personal Liability of Directors for Section 102 Surtaxes 
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J. K. LASSER, Certified Public Accountant, and R. $. HOLZMAN, 
Member of the Faculty, New York University Graduate School of 


Business Administration 
Published in The Controller, July, 1948. 


The co-authors of this paper discuss the question of unreasonable 
accumulation of surplus under Section 102 of the Internal Revenus 
Code from the standpoint of directors who are responsible for retain- 
ing current earnings and their vulnerability to suits of stockholders 
for the retention of these earnings under certain circumstances 
The responsibilities of directors are cited to indicate the broad 
aspects of their fiduciary responsibility and the comprehensive 
understanding they must necessarily have to preclude the possi 
bility of personal liability attaching to themselves for their failure 
in these matters 


The Insurance Buyers’ Latest “Headache” 


DWIGHT W. SLEEPER, Director of the Insurance Buyers’ 
Boston 


Published in The Controller, Septernber, 1948. 


The combination of factors which make insurance companies unwil 
ling to absorb fire, liability, compensation, casualty and similar 
risks, except risks in the life insurance field which they are chee 
fully accepting, are set forth in this timely article. The author 
emphasizes the fact that never in the history of insurance has there 
been such a condition as now prevails. nor has there been one more 
perplexing. In pointing out some of the dominant conditions, he 
refers to: 4 
1. Insufficient capitalization to absorb the present volume of busi 
ness resulting from inflation of values 
2. The loss of an important part of foreign reinsurance capacity 
3. The drain on operating surplus resulting from fundamental 
requirements as to the disposition of unearned premiums 
+. The alarmimg rise in the ratio of loss costs to premiums 
In proceeding, he indicates the position of the insurance buyer 
under these unusual conditions caused by the inflationary trends 
that are so much in evidence today, and, likewise, emphasizes the 
additional responsibility placed upon management in obtaining ade 
quate coverage in substantial companies 


What Are Profits? 


HARGREAVES PARKINSON, Editor of “The Financial 
London 


Published in The Journal of Accountancy, March, 1948. 


As a financial journalist, Hargreaves Parkinson, in commenting 
upon the Companies Act of 1947, indicates that auditors will be 
required to certify profit-and-loss statements when the accounting 
sections of this law become effective; that, were he an accountant, he 
would feel that his responsibilities had become distinctly more 
onerous, for, in his opinion, profits are the most elusive concept in 
the whole field of accounting. Mr. Parkinson further indicates that, 
under the provisions of this law, among the items that it will now 
be obligatory for a company to set forth in connection with the 
profit-and-loss statement, are the following: 
1. The amounts charged to revenue by way of provision for depreci 
ation, renewals or diminution in value. of fixed assets 
2. Interest on debentures and other fixed loans 
3. United Kingdom income tax 
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4. Provisions for redemption of share capital and for redemption 
of loans. 

5. The amounts, if material, set aside or proposed to be set aside 
to, or withdrawn from, reserves 

6. The amount of income from investments, distinguishing between 
trade investments and other investments 

This paper tends to emphasize that, while the balance sheet is still 

an important part of the financial report, the profit-and-luss state 

ment has become of first importance to investors and others; for it 

is the earning power that permits the expansion and the dividend 

declarations of a company as well as furnishing it with funds to 

liquidate its obligations 


Price Level Changes—A Challenge to Accounting 


CHARLES E. HEADLEE, Assistant Controller, Westinghouse Electric 


Corporation, Pittsburgh, Pennsylvania 


SAMUEL J. BROAD, Partner, Peat, Marwick, Mitchell & Company, 


New York City 


WILLIAM BLACKIE, Vice President, Caterpillar Tractor Company, 


Peoria, Illinois 


Published in the N.A.C.A. Bulletin, Section One, July 1, 1948. 


INTRODUCTION 
At the opening session of the 1948 Cost Conference, Charles F 
Headlee, Assistant Controller, Westinghouse Electric Corporation. 
stresses the responsibility that has been placed on accountants in 
reporting corporate costs and profits to stockholders, employees and 
the public by reason of the rapidly rising prices in the last three 
years and, to a lesser extent, earlier reductions in the purchasing 
power of the dollar. In continuing his discussion, he indicates that 
many industrial and business leaders have expressed the belief that 
many financial reports overstate profits in this period. This view, 
he thought, is likewise held by economists generally and further, 
that Dow Jones’ average prices of 9.5 times 1947 earnings may indi 
cate that investors hold the same views but that neither the U. S. 
Treasury Department nor labor unions are of the opinion that 
profits are overstated notwithstanding the artificial economy in 
which we are now living 
EFFECTS OF PRICE LEVEL CHANGES ON 
FINANCIAL STATEMENTS 
Samuel J. Broad, Partner of Peat, Marwick, Mitchell & Company, 
the first principal speaker, in taking up this aspect of the important 
subject, gives emphasis to the following points 
1. Conventional accounting reflects money income but, when 
prices have changed rapidly, it may fail by a substantial margin 
to reflect economic income. 
This view has been partially recognized by approving the “Lifo” 
method for inventories but has approved no corresponding ad 
justment for depreciation of plant and equipment, and such an 
adjustment is desirable if statements are to be as useful as 
possible. 
The use of an index method to convert depreciation charges 
based on past expenditures to current dollars would meet this 
test. and is the most practicable and simple method yet suggested. 
4. Uniformity may be desirable but insistence on uniformity 
should not be allowed to hamper progress 
WHAT IS ACCOUNTING ACCOUNTING FOR — NOW? 
William Blackie, Vice President of the Caterpillar Tractor Com 
pany, in discussing this phase of the important subject, takes up 
all aspects of the nature and measurement of business capital and 
income in a changing price economy and concludes his talk with 
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the thought that the adoption of what might be termed economic 
accounting on a basis of current cost levels would appear to offer the 
possibility of a significant new opportunity for accounting to be 
come of even greater importance as an aid to business enterprise 
and, therefore, to social progress. He indicates that it would bring 
about an increasingly desirable coordination of financial accounting, 
economics, national statistics and not the least, of valuation 
These foregoing addresses cite in a very forceful manner the prob 
lems placed upon accountants in our present economy, and they can 
be read in that light 


Subject: The Patent System 
By: SCHOOL OF LAW, DUKE UNIVERSITY 


Published by The Duke University School of Law in “Law and Con- 
temporary Problems,” Volume 13, Number 2, Spring, 1948. 


This is the second of two symposiums on The Patent System, the 
first having been published as the Autumn, 1947 issue of “Law and 
Contemporary Problems.” In this volume, the various aspects of 
the patent situation are discussed and, among the pertinent ones, are 
the following: 

1. What is a patent? 

2. Patents and competition in the automobile industry 

3. The relation of patents to the antitrust laws 

4. Compulsory licensing in other countries 

5. Government polices relating to research and patents 

6. The United States Patent Office 
In view of the special treatment accorded to taxpayers in reporting 
the proceeds from exclusive license agreements which provide for 
the making, using and selling of the devices under the terms of the 
patents, this treatise should be of considerable interest as it sets 
forth the pertinent aspects of patents with which accountants and 
auditors should be generally familiar 


BY-WORD 

An Army colonel who had the reputation of being quite a peptalker 
called his men together frequently to inspire them to greater achieve- 
ments. He was rather oratorical and dramatic in his delivery and his 
listeners generally enjoyed the rallies he held as much as the Colonel 
enjoyed his part in them. There was one occasion, however, when 
the Colonel found himself the victim of a humorous situation that gave 
him several uncomfortable moments. 

He had had no time to select a subject upon which to speak and 
found himself at a loss as to what to say. At he entered a door to the 
hall where his men were assembled he noticed the word, “Push,” and 
happily adopted it for his topic. He quickly thought of a suitable 
opening and worked up to the chest-pounding stage with comparative 
ease. Then with an air of pride and confidence he orated, “And if you 
men want to know what has put me where I am just turn around and 
read the word on that door back there.” Turning as one man, the 
group read on the inward side of the door the word “Pull.” 


—T he Pick-Up, United Parcel Service. 








NATIONAL ORGANIZATION NOTES 


by BRADFORD CADMUS, Managing Director 


HIS is being written immediately after our return from the Seventh 

Annual Conference in Chicago. The Conference was a great suc- 
cess—a fitting reward for the good planning and the hard work of the 
Conference Committee and the Chicago Chapter. The thanks and the 
congratulations of Tue InstrrutTe go to Mr. Charles J. Hill and the 
chairmen and members of the Conference committees. With this, a 
special bow must go to the wives of our Chicago members for their 
work in organizing the women’s activities, and for their help generally 
throughout the entire Conference. 


We were particularly pleased to see so many members from our 
newer Chapters at Chicago. If a prize for percentage attendance were 
awarded, it would go to one of these. 


OUR NEW CHAPTERS 


In the last two months of Tue Instirute’s year, three additional 
Chapters were organized and none of them is in the forty-eight states. 
On August 14, 19 members met in Manila and completed the 
organization of the Philippine Chapter, No. 25 in Tue InstiruTe. 
Officers chosen were: 
President—SAntT1aco de la Cruz 
Vice President—Pasio D. Tostas 
Secretary—Jose L. BuENsuUCEsco 
Treasurer—Rupo.tro REeyNoso 
Governors—Detrin §S. Diancco 
RAFAEL YGOA 


The membership applications for twenty-one members were 
brought to the United States by Mr. de la Cruz. An excellent piece of 
work was done in securing representatives from virtually every major 
business in the Islands. We were fortunate in seeing Mr. de la Cruz 
several times during his stay in New York, and were sorry that business 
required his return to the Philippines before the Conference. 

On September 23rd, the organization meeting of our third Chapter 
in Canada was held in Vancouver, where Mr. J. L. Lang has been serv- 
ing as temporary chairman, with Mr. W. J. L. Townsend of Toronto 
as regional Chairman. The officers of our 26th Chapter are: 
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President—J. S. Lane 
Vice President—H. R. Horne 
Secretary—Sipney G. OLp 
Treasurer—ArtTHuR H. PARKINSON 
Governor—Joun L. McLean 

The final Chapter organization meeting of Tue INstrruTe year 
was in the District of Columbia where Chapter No. 27 was formed on 
September 28th. The officers for the first year will be: 

President—Epcar R. MELLON 
Vice President—O’Ferre.t Estes 
Secretary—Gerorce A. LEE 
Treasurer—J. O. B. How.Lanp 
Governor—Evarts J. Wace 

Harry Warthen, of Philadelphia, regional Chairman, and your 
Managing Director attended the meeting. 

The organization of seven Chapters in the year just past is a high 
point in Chapter growth in Tue Instrrute. Particularly impressive 
is the growth of international interest as evidenced by our new Chapters 
in London, Vancouver and Manila. A recent letter from Sydney indi- 
cates the early formation of a Chapter in Australia. 

Tue InstrruTte owes much to Gordon Crowder for his work as 
chairman of the Membership and Chapter Formation Committee dur- 
ing the past two years. When Gordon assumed office, we had 1018 
members and 15 Chapters; when he passed the baton to Charlie Ghes- 
quiere at Chicago in October, we had 1590 members and 27 Chapters. 


CHANGE IN MONTREAL CHAPTER PRESIDENCY 


Mr. Kenneth W. Atkisson, President of the Montreal Chapter, 
resigned due to the fact that he changed his position. Mr. Harold 
W. Joyner was appointed as the successor of Mr. Atkinson. 


GENERAL NEWS 


The Instructor’s Manual, which was developed during the past 
year as an aid for Chapters in their educational programs, was completed 
just before the Conference. Chapters have already received copies and 
a description of the general policy covering distribution of the Manual 
to educational institutions. Additional copies are available to members 
and others at $1.50 each. 

At the Directors Meeting following the Conference, Toronto was 
selected as the Conference location for 1949, and Atlantic City (under 
the sponsorship of Philadelphia Chapter) for 1950. 

Mrs. Johnston (nee Miles), who has been a mainstay of Tue Instt- 
rUTE office since soon after it opened, left us in favor of life at home. 
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Miss Madeline Grimm has been employed, and she and Mrs. Vivienne 


Rose now constitute our office staff. 


SUMMARY OF CHAPTER NEWS 


DETROIT 
by G. W. Hyarr 

The opening meeting of the 
1948-1949 season, held September 
28th, at the Sheraton Hotel, was 
devoted to a panel discussion on 
the subject “Cash Control Systems 
and Audits.” The panel consisted 
of James Alexis, Beauty Counsel- 
ors, Inc.; A. A. Bree, Kaiser-Frazer 
Corporation; C. 0. Gatten, The De- 
troit Edison Company; and J. R. 
Walsh, Packard Motor Car Com- 
pany; all speakers thoroughly fam- 
iliar with cash systems and audits, 
representing different types of in- 
Frank J. Coykendall, of 
Motor Car 
served as chairman and moderator 
of the meeting. 


dustries. 


Hudson Company, 


The Program Committee has 
planned several meetings in this 
year’s program, in recognition of 
the membership’s desire for meet 
ings devoted to a discussion of tech 
nical phases of auditing. The live 
ly discussion provoked by this 
meeting indicates that future ones 
along similar lines will be well 
received. 

The Seventh Annual Conference 
found a large number of our mem- 
bers in the “Windy City” enjoying 
the hospitality extended by the 
Chicago Chapter. We wish to ex 
tend our congratulations to the 
Conference Committee for the fine 
job they did in selection of speak- 
ers and topics, and for the impres- 


sive display of office equipment 
Our congratulations to the newly 
elected National Officers are also 
extended herewith, with wishes for 
another highly successful year. 

At our October meeting Major 
Albert Sobey, President and Direc 
tor of General Motors Institute. 
spoke on the subject 
Supervisory and 


“Training 
Administrative 
Personnel.” Earle Cunningham, 
past National President, acted as 
chairman of the meeting. 


LONDON, ENGLAND 

by J. R. Rosrnson 
The first meeting of the Autumn 
Winter season was held on Octo 
ber 6th. 


ner followed by a discussion on 


It took the form of a din- 


“Recent Accounting Develop 
ments,” introduced by Professor 
W. T. Baxter, B.Com., C.A., Pro 
fessor of Accounting at the London 
University. 

Professor Baxter chose for his 
theme three modern developments: 
(1) Accounting by legislation. 
with special reference to the new 
Companies Act; (2) the effects of 
inflation on accounting; and (3 
the development of the manage 
ment audit. Considerable discus- 
sion followed regarding points (1) 
and (2). 

Five new members were intro 
duced at the meeting, including 
Mr. Kenneth M. Montgomery, for 
merly of New York. 
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HOUSTON 
by Fiapcer F. TANNERY 


The first meeting of the new sea- 
son was held on September 13th, 
with Mr. J. W. E:mison, Vice 
President of The Texas Pipe Line 
Company, as the guest speaker. 
Mr. Emison’s subject was: “What 
Management Expects of the Inter- 
nal Audit Staff.” The speaker de- 
excellent talk 
generated a _ lively discussion 
among the seventeen members and 
three guests present. 


livered an which 


At the October meeting, Mr. O. 
L. Luper, Certified Public <Ac- 
countant, Assistant General Audi- 
tor of the Humble Oil & Refining 
Company, presented an interesting 
paper and led the discussion on the 
subject “Coordination of Internal 
Auditing with the Work of the 
Public Accountant.” 
ful 


from the discussion as to possibili- 


Many help 
suggestions were developed 
ties for obtaining a wider and more 
effective audit coverage through 
coordinated planning by the two 
groups that would result in a min 
imum of duplication of effort. 


We were also honored by the 
presence of Mr. Edwin W. Green- 
leaf, President of the Saginaw Val- 
ley Chapter. As Mr. Greenleaf 
was active in the first years of both 
the Los Angeles and Saginaw Val- 
ley Chapters, we took advantage 
of the opportunity to get his time- 
ly and beneficial comments on the 
development of Chapter member- 
ship. 
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LOS ANGELES 


by Cuarues F. Braver 


The 1948-49 season opened with 
our September meeting, at which 
Mr. James A. Gittinger was the 
speaker of the evening. Mr. Git 
tinger is the Claims Attorney of 
the Fidelity and Surety Depart- 
ment of the Pacific Indemnity 
Company, and he chose as his sub- 
ject “Fidelity Bonding and the In- 
ternal Auditor.” The subject was 
of prime interest, and provided a 
lively discussion period after the 
talk in view of the internal audi- 
tor being interested in the conser- 
vation and protection of company 
assets. 

At the November meeting Mr. 
Lee Stockford, Industrial Relations 
Lockheed Aircraft 
poration, spoke on the 
“Selection of Management Person 


Advisor. Cor- 


subject 
nel.” As many firms use the In 
ternal Audit Department as the 
training ground for management 
personnel, the subject was both 
timely and interesting. 

At our December meeting we 
will have Mr. Harold Adelquist, 
Resident Industrial Auditor, Army 
Audit Agency, who will, we expect, 
give us some detailed information 
as to the application of the Vinson- 
Trammel Act, and the new Rene- 
gotiation Act of 1948. These are 
very pertinent subjects, particu- 
larly to those members of West 
Coast firms engaged in aircraft or 
other defense production programs. 

A new innovation, for this Chap- 
ter, was adopted for the 1948-49 
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season. At each meeting, for a fif- 
teen minute period before the guest 
speaker, we have an open forum 
for the discussion of current prob- 
lems, other than and different 
from the main subject of the eve- 
ning. 

So far this fifteen minute open 
forum has been very informative 
in that a current and vexing prob- 
lem of a member receives a high- 
powered and concentrated exam- 
ination with, usually, a solution 
found as the result. 


CLEVELAND 
by E. R. Mareer 
The September meeting of the 
Cleveland Chapter, being the first 
fall meeting, featured as speaker, 
Mr. W. V. 
Director of Audits, Westinghouse 
Electric Corporation. 


Deane, Assistant to 
The subject 
“What the 
Comptroller Expects from the In- 
ternal Auditor.” Mr. Deane is a 
graduate of Trinity College, Dub- 
lin, and took a _ Postgraduate 
Course in Engineering at McGill 
University, Montreal, Canada. He 
is a Certified Public Accountant, 
and has had many years in public 
accounting. 


»f the discussion was: 


Mr. Deane presented 
his material in an unusually in- 
teresting manner, and the discus- 
sion period attested to the interest 
which his address stimulated 
among those present. 

We welcome as new members, 
Alex J. Toth of the Harris-Seybold 
Company and W. E. 
Pickands, Mather & Co. 


Snavely of 


It is with 


regret that we an- 


nounce the retirement from active 
business of Dan Johnson, of Pick- 
ands, Mather & Co., and of his in- 
tention to live on the West Coast. 
Dan Chapter 
very efficiently as its first secretary 
His 
presence will be greatly missed at 
the 


served Cleveland 


and later as its president. 
Cleveland 


the meetings of 
Chapter. 


PHILADELPHIA 
by James M. Apkrwns, Jr. 


The first meeting of our Sixth 
Chapter Year held on September 
13, 1948 was addressed by Mr. 
Cyril P. Gamber, a certified public 
accountant with Lybrand, Ross 
Brothers and Montgomery, on the 
subject “Auditing the Cost Sys 
tem.”” Mr. Gamber’s talk was ex 
ceptionally complete as to all de 
tails which should be considered in 
the audit of a cost system, and his 
discussion applied equally well to 
both internal auditors and public 
accountants. A very interesting 
question and answer period fol- 
lowed. 


The October meeting was ad- 
dressed by Mr. Warren S. Davis, 
Manager of Administrative Ser- 
vices at Sharp and Dohmne, Inc. 
His subject “Auditing Machine 
Tabulated Records” drew the larg- 
est attendance since the Chapter 
was formed The increasing use of 
machines for all kinds of account- 
ing operations has created new 
problems for the internal auditor. 
Mr. 
Davis were well received and very 
thoroughly discussed. 


The solutions suggested by 














ST. LOUIS 


by Cart WoLr 


The St. Louis Chapter opened 
their 1948-49 activities with the 
September meeting. We were for- 
tunate in securing a very able 
speaker, Dr. Harry J. O'Neill, head 
of the Finance Department of St. 
Louis University, president of the 
Associated Fund, and financial ad- 
viser to a large St. Louis bank. 
His topic: “Where Do We Go from 
Here?” was very interesting and 
informative. 

At the October meeting, Gus D. 
Keller, C.P.A. Associate Professor 
of Accounting at St. Louis Univer- 
sity and past president of the Cer 
tified Public Accountants Society 
of Missouri, lectured on “Income 
Tax.” He discussed the changes 
in the income tax law of 1948, in- 
cluding 
decisions. 


some important recent 

At the November meeting, An- 
thony E. Good, C.P.A. of A. E. 
Good and Company, Certified Pub- 
lic Accountants, addressed us on 
the subject: “Auditing Principles 
and Techniques.” 

At the December meeting, we 
again will have the privilege of 
hearing a C.P.A., R. F. Webber, of 
Ernst and Ernst, Certified Public 
Accountants. His subject will be 
“The Relationship of the Internal 
Auditor and the Certified Public 
Accountant.” 

Plans are being made to hold 
the Mid-West Regional Conference 
in St. Louis in the early part of 
1949. 
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TULSA 
by Joun S. Koistrap 


At our October meeting we were 
very fortunate in having Mr. Har- 
ley Van Cleave, assisted by Mr. 
Leonard J. Hill, talk to us on the 
subject “Auditing Control of Crude 
Oil and Gas Receivables and Pay- 
ables.” 
the Accounting Section of the Tide 
Water Associated Oil Company, 
and were invited by Mr. Ellis Hol 


These gentlemen are in 


bert to lead in the discussion on this 
subject. 


MILWAUKEE 
by O. C. Heminc 


One of our members, Walter W. 
Crow, Assistant Supervisor of In 
ternal Auditing at the Wisconsin 
Electric Power Company, gave an 
interesting talk on “Audit of Fixed 
Assets” at our September meeting. 

You will note in the review of 
the Conference that two of our 
Milwaukee members were on the 
program: Frank B. Nicholson of 
Blatz Brewing Co., talked on “Re 
port Writing,” and Donald E. 
Dooley of Wisconsin Electric Pow 
er Company, talked on “Industrial 
and Public Relations Phases of In 
ternal Auditing.” 

The Milwaukee Chapter ex 
tends its hearty thanks to the 
Chicago Chapter for the very fine 
Conference 
1948. 


they arranged for 


SAN FRANCISCO 
by B. W. Bours, Jn. 
At the September 8th meeting 
our speaker was Mr. Olaf Lund 
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berg, C.P.A., Chief Accounting 
Officer and Lecturer in Business 
Administration at the University 
of California at Berkeley. Mr. 
Lundberg’s talk was on the subject 
of fund accounting at the State 
University, which covers five cam- 
puses in California. Mr. Lund- 
berg also supervises the accounting 
for many outside businesses run 
by the University, which were ac- 
quired by grant, such as apartment 
houses and hotels, ranches and 
other going concerns. The ac- 
counting problems encountered by 
one of the largest Universities in 
the world, as explained by Mr. 
Lundberg, proved most interesting. 


At the October 13th meeting the 
speaker was Mr. R. N. Dreiman, 
Vice President and Treasurer of 
the Pacific 
pany subsidiaries. Mr. 
Dreiman’s subject was, “What I 
Expect of My Internal Auditor.” 
This talk was most interesting, as 


Public Service Com- 
and its 


the approach was from the top 
management viewpoint. It was 
also heartening to learn at first- 
hand the value that management 
places on internal auditing and the 
advantage it is taking of it. 


ROCHESTER 
by W. S. ConNELL) 


“Fraud As A Major Manage 
ment Problem” was discussed by 
John B. Thurston at the first reg 
ular meeting held on September 
16th. Mr. Thurston cited several 
major fraud cases and pointed out 
that it was the lack of a proper pro- 


gram of internal check and audit- 
ing that made them possible. 
Needless to say it was a pleasure 
having John in Rochester, and we 
all enjoyed his talk. 

A Board of Governors meeting 
was held early in October at the 
home of Win Heyer. The meeting 
highlighted the activities for the 
coming year and a drive for new 
members. 


The technical session for the reg 
ular meeting held October 2ist 
was a round-table discussion on 
“How to Organize and Develop an 
Internal Audit Department.” The 
general program was planned by 
your reporter, A. W. Weigel and 
S. J. Cirre, who also acted as dis- 
cussion leaders. The program was 
well received by the members and 
guests as evidenced by the lively 
discussion which took place both 
during and after the meeting. 


For the benefit of the “stay-at 
homes,” L. H. Stoddard, S. F. 
Bluthner and A. W. Weigel gave a 
report on the major topics covered 
at the Seventh Annual Conference. 
They stated that they had thor 
oughly enjoyed the Conference 
and acquired many new contacts 
and a wealth of information. 


Mr. E. H. Plant, of Eastman Ko 
dak Company, “Em 
ployee Training and its Import 
ance to the Internal Auditor” at 
the November meeting. Scheduled 
for the December meeting is R. B. 
Duffus, whose topic will be “In 
surance as it Affects the Internal 
Auditor.” 


spoke on 
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NEW YORK 

by Freperick F,. ScHANntz 

The first meeting of the 1948-49 
season of the New York Chapter 
was held at the Hotel Martinque 
on September 28, 1948 with an at- 
tendance of 119 members and 
guests. 


Mr. Cornelius C. Maher, of the 
American Surety Company of 
New York, spoke on the subject 
“Fidelity Insurance Causes of 
Losses and Their Prevention.” 





His talk was very informative. 
Mr. Maher gave a comprehensive 
outline of the types of coverages 
included under the specific forms 
of suretyship policies. He ex- 
plained in detail the mistakes ac- 
countants and auditors often make 
in filing claims under these polli- 
cies and recommended that ac- 
countants and auditors should co 
operate in the filing of claims. 

A lively discussion followed in 
which both members and guests 
participated. 


INCLUDING INTERNAL AUDITORS 


The more advanced and highly developed a profession is, the more 


likely it is to have a voluminous and high-level literature. 


The extent 


to which the members of the profession create this literature is, in a 


sense, a mark of their professional development. 


—Journal of Accountancy. 
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11th & H Streets, N. W. 
Washington 1, D. C. 


Secretaries 
PETER A. SCHLENKER 
Transfilm, Inc. 
35 W. 45th Street 
New York 19, New York 
GEORGE W. COCHRAN, JR 
190 Knowlton Avenue 
Kenmore 17, New York 
(E. 1. du Pont de Nemours & Co.) 
CURTIS H. SMACK, SR 
Gulf Oil Corporation 
1515 Locust Street 
Philadelphia 2, Pennsylvania 
JOSE L. BUENSUCESCO 
United States Lines Co 
Soriano Bldg., 2nd Floor 
Manila, Philippines 


HARRY C, MOORE 

570 Crystal Drive 

Pittsburgh 16, Pennsylvania 
(H. J. Heinz & Co.) 

LELAND H. STODDARD 
Comstock Canning Corp 

203 W. Miller Street 

Newark, New York 

EDWARD H. WYLIE 

Palace Corporation 

P. O. Box 58, Hemphill Road 
Flint, Michigan 

B. WALKER BOURS, JR. 

J. L. Stuart Mfg. Company 

37 Front Street 

San Francisco 11, California 
GILBERT McDONALD 
Ralston Purina Company 

835 S. 8th Street 

St. Louis 1, Missouri 

ROBERT C. BAIRD 

Canada Life Assurance Company 
330 University Avenue 
Toronto 1, Canada 

ELLIS K. HOLBERT 

Tide Water Associated Oil Co 
Thompson Building 

Tulsa, Oklahoma 

KILBURN K. BELL 
Minneapolis & Ontario Paper Co 
500 Baker Arcade 

Minneapolis 2, Minnesota 
SIDNEY GEORGE OLD 

B.C. Telephone Co. 

768 Seymour Street 
Vancouver, B.C., Canada 
GEORGE A. LEE 

Potomac Electric Power Co. 
929 E Street, N.W. 
Washington 4 D. C. 





Chapter 
BALTIMORE 
CHICAGO 
CLEVELAND 
DayTon 
DETROIT 


Houston 


Lonpon, ENGLAND 


Los ANGELES 
LOUISVILLE 
Miami 
MILWAUKEE 


MonTREAL 


New ENGLAND 


New York 


NIAGARA FRONTIER 


PHILADALPHIA 
PHILIPPINE 
PITTSBURGH 


ROCHESTER 


SAGINAW VALLEY 


SAN FRANCISCO 
Sr. Louis 
ToroNTO 
TULSA 

Twin CITIEs 


VANCOUVER 


WASHINGTON 





CHAPTER MEETING DATES 


AND PLACES 


4 ‘HE following list of meeting dates and places has been compiled 
for the benefit of itinerant members of Tue INnstrrurTe. 


Meeting Date 


Fourth Monday 
Third Wednesday 


Fourth Wednesday 


Fourth Monday 
Fourth Tuesday 
Second Monday 
First Wednesday 
Second Tuesday 
Second Thursday 


Second Tuesday 


Third Tuesday 
Dec. 6 

¢ Jan. 17 

| Feb. 21 

Third Tuesday 

Jan. 25 

Third Wednesday 

Second Monday 

To be announced 

Second Thursday 

Third Thursday 

Third Tuesday 


Second Wednesday 


Second Thursday 
Last Friday 
Second Thursday 
Third Wednesday 
To be announced 
To be announced 
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Meeting Place 
Stafford Hotel 
Bismarck Hotel 
Hollenden Hotel 
To be announced 
Sheraton Hotel 
Ben Milam Hotel 
Antoine’s 
Los Angeles Athletic Club 
Seelbach Hotel 
Downtown Club 
Seybold Arcade 
Hotel Schroader 


Queen’s Hotel 


Sheraton Hotel 
Hotel Martinque 
To be announced 
Engineers Club 
To be announced 
Fort Pitt Hotel 
Hotel Normandie 
To be announced 
Marine Memorial Club 
Lennox Hotel 
Royal York Hotel 
Tulsa Hotel 
Curtis Hotel 

To be announced 
To be announced 











OFFICERS AND DIRECTORS 


of 


THE INSTITUTE OF INTERNAL AUDITORS, INC. 
For the Fiscal Year Ending September 30, 1949 


President: 
ist Vice President 
2nd Vice President 
Treasurer: 


Secretary: 


Three Year Directors— 
Term Expiring 1951 


Term Expiring 1950 


Term Expiring 1949 





OFFICERS 


ARTHUR J. E. CHILD 

Canada Packers Limited 
JAMES B. PARKER 

International Harvester Co. 
CHARLES J. GHESQUIERE 

The Detroit Edison Company 
RAYMOND KNOWLES 
Anaconda Copper Mining Company 
A. EUGENE ADAMS 

The National City Bank of New York 


DIRECTORS 


GLENN T. BODMAN 
Continental Oil Co 
LE ROY R. HAAS 
Chicago Title & Trust Company 
JAMES P. MILLER, JR 
The Atlantic Refining Company 
WILLIAM J. L. TOWNSEND 
Canada Packers Limited 
VICTOR Z. BRINK 
West, Flint & Co 
HAROLD A. ELDREDGE 
Gillette Safety Razor Company 
CHARLES J. FUE 
The Brooklyn Union Gas Company 
HERBERT G. KIMBALL 
Lockheed Aircraft Corporation 


CHARLES J. HILL 


The Peoples Gas Light & Coke Company 


DAVID B. MATHIAS 
Bankers Trust Company 


PHILLIPS S. SALMAN 


Socony-Vacuum Oil Co., Inc 


HARRY H. WARTHEN 
Provident Mutual Life Insurance Co 
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The Internal Auditor 


One Year Directors— | 
ARTHUR H. KENT 
Standard Oil Co. of California 
FLADGER F. TANNERY 
Humble Oil and Refining Company 
CHARLES S. WEBSTER 
National Biscuit Company Si 


Past Presidents— 
1944-1945 ALAN LAUCKNER 
Central Hanover Bank & Trust Company 
1945-1946 CURTIS T. ATKISSON 
Ebasco Services, Inc. | 
1946-1947 ARTHUR E. HALD | 
Consolidated Edison Company of New York, Inc 
1947-1948 EARLE H. CUNNINGHAM | 


General Motors Corporation 


Presidents of Chapters 


(See Listing under Chapter Directory 


Managing Director 
BRADFORD CADMUS 
120 Liberty Street 
New York 6, New York 
























Year 


Standing— 


Executive 


Budget & Finance 
Admissions: 
Auditing: 


Nominating: 


Other— 


Editorial— 
The Internal Auditor 


Educational: 


Industries 


Membership & Chapter 


Formation: 


John R. Robinson 
Roberto Millar 
Townsend 
Rolando Niedenthal. 
Edward Schaefer 
Santiago de la Cruz 


A me 


Felipe B. 


INSTITUTE COMMITTEES 


Ending September 30, 1949 


JAMES B. PARKER, Chairman 
EARLE H. CUNNINGHAM 
CHARLES S. WEBSTER 


DAVID B. MATHIAS, Chairman 
PAUL W. PRINDLE, Chairman 


ARTHUR J. E. CHILD, Chairman 
W. L. ALSTRIN 

R. M. GARDNER 

R. J. HARRIGAN 


CHARLES J. FUE, Chairman 
c/o The Brooklyn Union Gas Company 
176 Remsen Street, Brooklyn 2, New York 
JOHN F. BRADY 
MAX A. KENYON 
EDWARD J. NOVOTNEY 


EARLE H. CUNNINGHAM, Chairman 
DONALD E. DOOLEY 
J. MAYNARD KEECH 
FLADGER F. TANNERY 
A. L. SIMPSON, Chairman 
c/o Chrysler Corporation 
341 Massachusetts Avenue 
Detroit 31, Michigan 


CHARLES J. GHESQUIERE, General Chairman 


REGIONAL CHAIRMEN 
Foreign 

England 
West Indies 
Canada 
Argentina 
Venezuela 
Western Pacific 


Ollada Manila 

























Research: 


The Internal Auditor 
REGIONAL CHAIRMEN 


wo. &. A. 
Harold A. Martinson New England 
Herbert C. M. Cobb Middle Atlantic 
Harry H. Warthen..... South Atlantic 
W. G. Proctor... Southern 
Robert M. Gardner East Central 
Elmer S. Larson West Central 
Clyde E. Hegman Northwest 
Glenn T. Bodman Southwest 
Herbert G. Kimball Southern California 
Victor G. Gendron Pacific Northwest 
Arthur H. Kent Northern California 


VICTOR Z. BRINK, Chairman 

CURTIS T. ATKISSON 

EARLE H. CUNNINGHAM 

HERBERT G. KIMBALL 

ROBERT B. MILNE 

ADOLF E. SCHURICHT 

A. L. SIMPSON, ex-officio (as chairman of 
Industries Committee) 


Director of Research 


VICTOR Z. BRINK 
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Chapter 
Baltimore 
Chicago 
Cleveland 
Dayton 
Detroit 
Houston 
London, England 
Los Angeles 
Louisville 
Miami 
Milwaukee 
Montreal 
New England 
New York 
Niagara Frontier 
Philadelphia 
Philippine 
Pittsburgh 
Rochester 
Saginaw Valley 
St. Louis 
San Francisco 
Toronto 
Tulsa 
Twin Cities 
Vancouver 
Washington 
Non-Chapter 


ToTaL 


Members Associates 

13 2 

100 11 
51 5 
31 5 
98 14 
22 2 
2i 1 
59 12 
16 3 
22 4 
33 + 
43 5 
36 6 

223 30 
16 
79 6 
22 3 
47 7 
15 -— 
14 1 
47 8 
59 13 
45 10 
21 4 
31 2 
11 2 
10 — 
78 9 


Juniors 


14 
13 

6 
11 


—_ 


INSTITUTE OF INTERNAL AUDITORS 
MEMBERSHIP BY CHAPTERS 
SEPTEMBER 30, 1948 





Total at 
Sept. 30, 
1947 


114 
61 
36 

112 





SUPPLEMENTAL LIST OF MEMBERS 


ADMITTED DURING PERIOD 
JULY 31, 1948 TO SEPTEMBER 30, 1948 


BALTIMORE CHAPTER 
GEORGE P. WOODWARD 
Blumenthal Kahn-Electric Co., Inc 
CHICAGO CHAPTER 
EDWARD C. BURKE 
Chicago Transit Authority 
EDWARD M. FORTIN 
Allstate Insurance Company 
MILTON F. FRONIG 
Shell Oil Company, Inc 
E. M. GUY 
Chicago Transit Authority 
CLEVELAND CHAPTER 
HOWARD A. SIDAWAY 
Pickands, Mather & Company 
WILLIAM E. SNAVELY 
Pickands, Mather & Company 
DAYTON CHAPTER 
JAMES W. RYAN 
The Dayton Rubber Company 
DETROIT CHAPTER 
CONVID D. COLE 
The Murray Corporation of America 
THOMAS O. KELLY 
General Motors Corporation 
W. E. TRESTRAII 
The Murray Corporation of America 
HOUSTON CHAPTER 
KENNETH G. DONNALLEY 
Houston Natural Gas Corporation 
H. E. TOBEY, JR. 

Gulf Brewing Company 
LONDON CHAPTER 
J. LEONARD O. ORNISTON 


LOS ANGELES CHAPTER 
FRANK J. REGET 
Snyder, Reget & Company 
MANILA CHAPTER 
ANDRES U. APOLINAR 
Manila Electric Company 
ANTONIO AQUINO 
Philippine College of Commerce and 
Business Administration 
JOSE L. BUENSUCESO 
United Staies Lines Company 


JACOB E. CABARRUS 
Elizalde & Company Inc. & Sub 
JESUS S. CABARRUS 
Elizalde & Company Inc. & Sub. 
RUPERTO DE JESUS & CALIXTO 
International Business Machine Corp 
of The Philippines 
DELFIN S. DIANGCO 
The De La Rama Steamship Co., Inc. 
MANUEL V. DOMINGO 
The Shell Oil Company of P. 1. Lid 
ALBERTO V. GARCIA 
Ramon Roces Interests 
INOCENCIO C. DUMPIT 
National Development Company 
PRIMITIVO A. JAVIER 
Philippine Refining Company, Inc 
JOVINO S. LORENZO 
Pacific Union Insurance Company 
ELISEO N. MEDRANO 
Elizalde & Company Inc 


GREGORIO L. NORIEGA 
Luzon Industrial Corporation 
Lissar Cia, Inc. 

Maao Sugar Central Company 
Financing Corporation of Philippines 
Bacolod-Murcia Milling Co., Inc 
CONSTANTINO S. DE LA PENA 
Central Commercial Company 
RODOLFO REYNOSO 
The Philippine Bank of Commerce 
WASHINGTON SYCIP 
Washington Sycip & Company, C.P.A.’s 
PABLO D. TOBIAS 
Philippine College of Commerce and 
3usiness Administration 
DANIEL P. WARREN 
The Shell Oil Co. of P.1., Ltd 
RAFAEL YGOA 
Philippine Air Lines Inc 
J. S. ZULUETA 
A. Syyap & Company Inc 
and Syvels Inc 
MIAMI CHAPTER 
WILLIAM S. BRENZA 
Hollopeter & Post, Inc 
WILLIAM R. KNOWLES 


Pan American Airways, Inc 
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PHILIP J. MANK 
First Federal Savings & Loan Association 
of Miami 


THOMAS. F. MULLEN 
National Airlines, Inc 
MILWAUKEE CHAPTER 
PERRY L. KIMMELL 
Marathon Ccrporation 
NEW YORK CHAPTER 
EDWARD BASKERVILLE 
Corn Products Refining Company 
RONALD W. BURTON 
Commercial Solvents Corporation 
HENRY C. CLYDE 
United Distillers of America, Inc 
T. C. ELLIS 
Air Reduction Sales Company 
FRED T. FREITAG 
Socony-Vacuum Oil Company, Inc 
RALPH E. GEISSLER 
The Diamond Match Company 
JOHN T. HIGGING 
Deering, Milliken & Company, Inc 
JAMES H. KIRBY 
Ethyl Corporation 
GEORGE W. LAFFERTY 
Frazer & Torbet 
RICHARD J. ROWE 
General Foods Corporation 
BARTHOLOMEW J. SHEEHAN 
R. H. Macy & Co., Inc 
JAMES W. STRAUB 
Merchants Refrigerating Company 
NIAGARA FRONTIER CHAPTER 
WILLIAM H. ADLER, JR 
American Machine & Foundry Company 
WILLIAM KAESTNER 
Vanadium Corporation of America 
PHILADELPHIA CHAPTER 
W. L. SWENEY 
Hershey Chocolate Corporation 
RICHARD A. VAN HORN 
International Resistance Company 
PITTSBURGH CHAPTER 
FRED J. SMITH 
The National Supply Company 
ROBERT M. TRUEBLOOD 
Touche, Niven, Bailey & Smart 
SAGINAW VALLEY CHAPTER 


WILLIAM E. CREIGHTON 
Dow Chemical Company 


Supplemental List 











of New Members 


C. L. HESKETT 
Dow Chemical Company 
RUSSELL SHERWOOD 
Dow Chemical Company 
ST. LOUIS CHAPTER 
E. F. CONNER 
Conner, Ash & Company 
HORACE R. PERRY 
Ely & Walker Dry Goods Company 
SAN FRANCISCO CHAPTER 
ADRIAN ELLIS BURRITT 
Department of Mental Hygiene 
State of California 
HENRY T. CHATROOP 
Truk Trading Company 
MARVIN MERLE CHURCH 
Pan American Airways, Inc 
PRESTON O. COUNTRYMAN 
United Engineering Company 
CHARLES F. MULLER 
Continental Can Company Inc 
TORONTO CHAPTER 
ROBERT THOMAS CARDY 
Remington Rand Ltd, of Canada 
LORNE J. MACKENZIE 
Shell Oil Company of Canada, Inc 
VANCOUVER CHAPTER 
JOHN D. CAMPBELL 
McLennan, McFeely, & Prior, Ltd 


ROBERT H. DEWAR 
Hudson Bay Company 
ROBERT B. McINNIS 
British Columbia Electric Railway 
Co., Ltd. 

SYDNEY GEORGE OLD 
British Columbia Telephone Company 
ARTHUR H. PARKINSON 
City of Vancouver 
DALLAS CREIGHTON RHODES 
Alaska Pine Company, Ltd 
WASHINGTON CHAPTER 
EDWARD O. ELLIS 
Government Services, Inc 
JOSEPH S. MORRIS 
Capital Airlines, Inc 
NON-CHAPTER 
JOSE F. PONCE DOMINGUEZ 
Tiendas Los Precios Fijos, S.A 
HERBERT GLOVER 
Canadian Collieries, Ltd 
RALPH L. SWEET 


Amour & Company 











EMPLOYMENT SECTION 


HE Employment Section is intended to be of assistance 

to InstrruTE members desiring to make new connec- 
tions and to companies having internal auditing positions 
available. The names of interested members or of companies 
requesting space in this section will remain anonymous, if 
desired. 


All communications should be addressed to The Secre- 
tary—Tue InstiruTe or INTERNAL Aupirors, Room 404, 
120 Liberty Street, New York 6, N. Y. Reference should 
be made to Box “E” number. 











POSITIONS WANTED 


Accountant-auditor, available soon, Uni- CPA, member AIA, age 37, desires career 
versity-trained man, 36, with broad ex employment with manufacturing’ firm 
perience in auditing, public accounting Diversified accounting experience of 13 
and management, accustomed to heavy years includes 8 years public and pri- 
responsibility, desires position as comp- vate auditing in supervisory capacity. 
troller or assistant comptroller. Reply Will consider any location in East or 


to Box E 151. Mid-West. Salary $6,000. Box 152. 


STATEMENT OF OWNERSHIP 
ownership management e ation. etc required by the Act f Cong ress 
J by the Acts of March 3, 1933, and July 2, 1946 of The Internal Au 
rd, Connecticut, for September, 1948 


Statement of the 
f August 24, 1912 
published quarterly 





State 





and County aforesaid, personally appeared 
, deposes and says that he is the 
o the best of his knowledge and 
foresaid publication for the date 
s amended by the acts of March 


Be a Notary Public in and for the State 
HARRY BRO Ock who, having been duly sworn ac 
ness Manager of The Internal Auditor and that the 





8 
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f, a true statement of the ownership, managemer 
shown the above caption, required by the act of 
3, 1933, and July 2, 1946 (section 537, Postal Laws ar 





That the names and addresses of the publisher, editor, managing editor, and business man 
agers are: Publisher, The Institute of Internal Auditors, Inc., New York, N. Y.; Editor, Charles J. 
Fue, Brooklyn, N. Y.; Business manager, B. Harry Br ock Stamford, Conn. 

2. That the owner is: The Institute of Internal Auditors, Inc., 120 Liberty Street, New York 6, 
N. Y., a membership corporation. 





3. That the known bondholders, mortgages, and other security holders owning or holding | 


percent ore of total amount of bonds, mortgage ties are: None. 





4. That the twe paragraphs next above, giv ving the names of the owners, stockholders, and 
security holders, if any, contain not only the list ‘of stockholders as they appear upon the books of the 






ompany but also, in cases where the stockholder or security holder appears up the books of the 

npany as trustee or in eny other fiduciary relation. the name of the per or corporation for 
whom such trustee is acting, i S given; also that the said two paragraphs contain yt a embracing 
affiant’s full knowle ee and belief as to the circumstances and conditions under which stockholders 
and security holders who do not appear upon the books of the company as trustees, hold stock and 
$ rities in a capacity other than that of a bona fide owner; and this affiant has no reason to believe 
that any other person, association, or corporation has any interest direct or indirect in the said 
stock, bonds, or other securities than as so stated by 


B. HARRY BROCK, Business Mgr. 

worn to ond subscribed before e@ tf 27th day of Ser ber, ‘ 
BEATRICE CODY 

(Seal) (My commission expires Apr. |, 1949) 


——_ 











Requiescat in Pare 


WituiaM H. Jones Philadelphia 


James C. Torrey Philadelphia 





B. Harry Brock 
of 
Brock and Wallston 
Publishers for Tue INstrruTE 


November 21, 1948 
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